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PREFACE 


The  Medicaid  program,  which  finances  health  care  for  over  20  million  needy 
Americans,  has  undergone  major  changes  in  the  1980s.  Besides  federally  mandated 
restrictions  on  AFDC  eligibility  for  some  working  poor  —  which  also  meant  loss 
of  Medicaid  benefits  —  and  limits  on  federal  financial  participation  for  the 
years  1982-84,  the  Omnibus  Budget  Reconciliation  Act  of  1981  (OBRA)  and  sub- 
sequent legislation  have  given  the  states  much  flexibility  to  change  basic 
program  parameters,  including  which  groups  of  people  are  served,  what  services 
are  provided,  how  doctors,  hospitals,  and  nursing  homes  are  paid,  and  how  care 
can  be  organized  in  innovative  ways. 

The  Medicaid  Program  Evaluation  (MPE)  addresses  the  implementation  and  im- 
pact of  selected  changes  in  the  Medicaid  program  to  provide  knowledge  for  policy 
assessment  and  future  legislative  change.  It  is  focused  on  selected  issues  and 
policy  questions  raised  by  recent  legislation: 

o        Federal  Financial  Participation 
o        Inpatient  Hospital  Reimbursement 
o  Eligibility 
o        Case  Management 

o        Home  and  Community-Based  Waiver  Program 
o        Cost  Sharing 

o        Financial  DRG  Effects  on  Medicaid  and 
o  Synthesis. 

Together  these  studies  are  intended  to  describe  how  recent  changes  have 
been  implemented,  and  analyze  what  their  effects  have  been  for  program  services 
and  costs. 

The  use  of  recipient  cost  sharing  for  services  has  been  a  state  option 
since  Medicaid  began  in  1965.  The  Tax  Equity  and  Fiscal  Responsibility  Act 
(TEFRA)  of  1982  significantly  altered  the  longstanding  Medicaid  cost  sharing 
provisions.  This  paper  provides  a  description  of  cost  sharing  in  Medicaid  from 
its  inception  through  1985,  highlighting  states*  experiences,  particularly  those 
experiences  with  implementation  of  the  TEFRA  provisions.  To  provide  perspective 
and  background,  a  discussion  of  cost  sharing  in  the  private  sector  as  well  as 
key  findings  from  research  in  the  private  and  public  sectors  are  presented. 

Gerald  S.  Alder 

Project  Officer,  HCFA  Office  of  Research 
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EXECUTIVE  SUMMARY 


Introduction 

Cost  sharing  is  a  strategy  commonly  used  by  private  insurers  to  contain 
costs  by  sharing  their  financial  risk  with  their  beneficiaries.  It  includes  the 
use  of  one  or  more  of  three  specific  mechanisms:  deductibles,  coinsurance  and 
copayments.  Cost  sharing  not  only  reduces  the  amount  that  the  insurer  actually 
pays  for  services  provided  to  beneficiaries,  but  it  is  also  believed  to  inhibit 
excessive  and  inappropriate  utilization  because  the  recipient  must  pay  part  of 
the  incurred  charges. 

Since  Medicaid's  beginning  in  1965,  the  states  have  had  the  authority  to 
impose  cost  sharing  requirements  on  recipients.  Although  the  states  were  slow 
to  adopt  cost  sharing  provisions,  there  were  30  operating  programs  by  the  time 
the  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA)  was  passed  in  1982.  TEFRA 
significantly  altered  the  states'  cost  sharing  authority  by  allowing  them  to 
target  specific  groups  of  categorically  needy  and  medically  needy  recipients  and 
specific  optional  and  mandatory  services.  This  change  had  a  major  impact  on 
state  experience  in  implementing  cost  sharing  and  on  its  potential  impact.  For 
example,  as  a  result  of  allowing  cost  sharing  on  mandatory  services  for  the 
categorically  eligible,  TEFRA  increased  the  share  of  acute  care  expenditures 
that  can  be  subject  to  cost  sharing  by  50  percent. 

This  report  presents  the  findings  from  our  MEE  Task  6  study  of  the  evolu- 
tion and  effects  of  cost  sharing  in  Medicaid,  with  particular  emphasis  on  the 
influence  of  the  TEFRA  changes.  The  study  involved  a  review  of  the  legislative 
history  of  cost  sharing  and  the  states 1  response  to  each  change  in  the 
legislation;  discussions  with  knowledgeable  people  in  the  federal,  state  and 
private  sectors;  in-depth  reviews  of  cost  sharing  programs  in  nine  states, 
selected  on  the  basis  of  duration,  breadth  of  service  inclusion  and  inclusion  of 
the  most  typical  cost  sharing  services;  and  on-site  field  studies  of  three  state 
programs  with  a  long  involvement  in  cost  sharing  and  available  data.  The  study 
was  qualitative  for  the  most  part,  and  to  some  extent  based  on  limited  data  from 
a     sample     of     convenience;     therefore,     the  findings  and  their  implications  for 
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other  state  programs  should  be  treated  with  caution. 

Cost  Sharing  Legislation  and  the  States'  Response 

The  original  Medicaid  legislation,  the  Social  Security  Act  of  1965,  allowed 
the  states  to  require  cost  sharing,  but  with  certain  limitations.  Cost  sharing 
could  be  imposed  on  the  categorically  and  medically  needy  for  all  services  ex- 
cept inpatient  hospital  services,  and  charges  had  to  be  income-related.  In  the 
1967  amendments  to  the  Social  Security  Act,  Congress  altered  its  position  to 
permit  cost  sharing  on  inpatient  hospital  services  for  the  medically  needy.  The 
categorically  needy  were  still  exempt.  Then,  in  1969,  when  the  first  cost  shar- 
ing regulations  were  promulgated,  the  categorically  needy  became  exempt  from 
cost  sharing  on  any  service.  Only  the  medically  needy  could  be  subject  to  cost 
sharing,  and  on  all  services.  The  requirement  that  cost  sharing  be  income- 
related  was  considered  by  the  states  to  be  so  administratively  burdensome  (since 
charges  would  have  to  vary  depending  on  an  individual's  income)  that  none  of  the 
states  implemented  cost  sharing  programs  until  it  was  changed  in  1972. 

With  the  1972  amendments  to  the  Social  Security  Act,  the  categorically 
needy  became  subject  to  cost  sharing  on  optional  services.  In  addition,  a 
requirement  that  the  costs  be  "nominal11  was  substituted  for  the  original  income- 
related  requirement.  (Subsequent  HCFA  regulations  specified  copayment  limits, 
which  currently  range  from  $.50  to  $3.00  for  most  services.)  With  this  change, 
cost  sharing  finally  became  a  reality  in  Medicaid.  Within  five  years  of  the 
1972  amendments,  16  states  adopted  cost  sharing  programs,  and  by  1982,  there 
were  30  programs  in  operation.  The  change  from  income-related  to  nominal  cost 
sharing  in  1972  was  a  critical  factor  in  this  response  from  the  states,  but  it 
is  also  likely  that  states  were  becoming  increasingly  willing  to  use  cost  shar- 
ing because  of  both  the  growing  need  to  contain  costs  and  the  successful  ex- 
perience witnessed  in  the  private  sector. 

In  1982,  TEFRA  vastly  changed  cost  sharing  in  Medicaid.  The  Act  replaced 
the  usual  program  distinctions  between  the  categorically  needy  and  the  medically 
needy  and  between  mandatory  and  optional  services  with  a  set  of  finer  distinc- 
tions which  targeted  specific  subpopulations  and  services  for  exemption  from 
cost  sharing.     For  example,     TEFRA  exempted  all  services  to  persons  under  18  (or 
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21,  at  state  option),  pregnancy-related  services  or  services  to  pregnant  women, 
and  emergency  services  (except  the  non-emergency  use  of  emergency  room 
services).  These  changes  were  motivated  partly  by  a  concern  with  rising 
Medicaid  expenditures  during  the  late  1970 's  and  early  1980 's  and  partly  by  a 
desire  to  protect  certain  high  priority  services  and  groups  from  under- 
utilization.  As  a  result  of  the  TEFRA  changes,  for  example,  the  percentage  of 
Medicaid  expenditures  for  cost-shared  services  increased  dramatically,  from  58 
percent  in  1972  to  82  percent  in  1982. 

Five  additional  states  have  adopted  cost  sharing  programs  since  the  passage 
of  TEFRA.,  but  nine  others  dropped  their  programs  in  1982  and  1983.  Most  states' 
decisions  to  adopt  cost  sharing  have  been  driven  by  economic  considerations;  but 
the  major  reason  for  dropping  it  has  been  the  complexity  of  administering  cost 
sharing,  especially  to  meet  the  TEFRA  requirements.  Administrative  difficulty 
and  implementation  costs  have  been  the  most  commonly  cited  reasons  for  other 
states'  not  having  adopted  cost  sharing  since  TEFRA  in  1982. 

Cost  sharing  has  experienced  no  legislative  changes  since  1982.  As  of  Sep- 
tember,  1985,   25  states  and  the  District  of  Columbia  had  cost  sharing  programs. 

Cost  Sharing  Program  Characteristics 

Twenty-five  of  the  26  cost  sharing  programs  use  copayraents  only,  two  use 
copayments  and  coinsurance,  and  one  uses  coinsurance  only.  None  use  deductibles 
as  a  cost  sharing  strategy.  Although  deductibles  and  coinsurance  are  the  more 
popular  strategies  in  the  private  sector,  copayments  are  the  method  of  choice  in 
Medicaid  because  they  can  be  set  at  a  fixed,  modest  level,  can  be  targeted  more 
easily  at  specific  services,  are  easier  to  administer  than  deductibles  and  coin- 
surance, and  can  be  collected  at  the  time  of  service  delivery. 

Optional  services  are  more  commonly  included  under  cost  sharing  than  are 
mandatory  services.  Since  TEFRA  removed  the  restriction  on  cost  sharing  for 
mandatory  services  among  the  categorically  needy,  however,  there  has  been  a 
modest  increase  in  programs  that  include  allowable  mandatory  services  for  both 
the  medically  needy  and  the  categorically  needy.  The  most  commonly  cost-shared 
mandatory  services  as  of  September,   1985,  were  inpatient  and  outpatient  hospital 
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and  physician  services.  Each  of  these  services  was  included  in  42  percent  of 
the  26  programs. 

By  far,  the  most  commonly  cost-shared  service  is  prescription  drugs,  in- 
cluded in  85  percent  of  the  26  programs.  Prescription  drugs  is  more  amenable  to 
copayments,  since  it  is  paid  for  at  service  delivery.  It  also  yields  con- 
siderable cost  savings,  since  it  is  the  most  frequently  used  service.  The 
second  and  third  most  frequently  included  services  were  optoraetric  (50  percent) 
and  dental  (46  percent),  then  followed  by  the  mandatory  services  listed  above. 

Eight  of  the  26  programs  required  cost  sharing  on  only  one  service,  typi- 
cally prescription  drugs.  Ten  included  10  or  more  services,  up  to  a  high  of  21 
services  (Wisconsin).  Eleven  states  have  increased  the  number  of  cost-shared 
services  since  initial  implementation;  the  others  have  not,  primarily  because  of 
the  administrative  cost  of  doing  so. 

All  25  copayment  programs,  adhere  to  federally  prescribed  limits  for 
"nominal"  charges  per  service.  Allowable  maximum  copayment  charges  for  non- 
institutional  care  range  from  $.50  to  $3.00  per  service,  depending  on  the  price 
of  the  service.  The  maximum  for  institutional  care  is  50  percent  of  the  state 
payment  for  the  first  day  of  care  per  admission.  Only  five  states  put  any 
limits  on  the  maximum  amount  recipients  can  be  liable  for  per  time  period  or 
service  episode. 

Difficulties   in  Program  Administration 

The  most  costly  and  difficult  element  in  administering  cost  sharing  has 
been  making  the  necessary  changes  in  the  Medicaid  system  for  processing  claims 
and  identifying  exempt  and  non-exempt  recipients.  In  order  to  implement  cost 
sharing  (or  to  modify  existing  program  provisions),  the  states  must  reprogram 
the  claims  processing  and  medical  assistance  card  systems.  These  changes  are 
very  costly.  In  the  three  states  where  start-up  costs  were  reported,  they 
ranged  from  $30,000  to  $148,000.  This  difference  among  the  states  depended,  in 
part,  on  the  number  of  services  included  under  cost  sharing.  Ongoing  ad- 
ministrative costs  were  not  high  since  once  the  initial  claims  system  changes 
were  made,  there  was  little  need  to  monitor  or  regulate  the  program. 
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The  TEFRA  changes  were  particularly  troublesome  because  very  specific  serv- 
ices and  subgroups  had  to  be  exempted  from  cost  sharing.  As  a  result,  many 
states  have  not  identified  exempt  and  non-exempt  recipients  on  the  medical  as- 
sistance cards.  This  problem  with  identifying  exempt  and  non-exempt  recipients 
has  generally  made  cost  sharing  much  more  difficult  for  providers. 

Other  findings  regarding  the  administration  of  cost  sharing  programs  in- 
clude the  following: 

(1)  None  of  the  nine  case  study  states  were  monitoring  providers  to  deter- 
mine whether  copayments  were  actually  collected,  and  collected  from  the  right 
groups  of  recipients;  and  none  had  ever  sanctioned  a  provider  for  non- 
compliance. The  anecdotal  evidence  available-  indicated  that  the  degree  of  ac- 
tual compliance  varied  within  and  across  states.  Reasons  for  non-collection  in- 
clude the  non-cost-effectiveness  of  pursuing  collections  from  non-paying 
recipients,  the  competitive,  albeit  illegal,  edge  non-collection  gives  providers 
who  want  to  attract  Medicaid  recipients,  and  a  philosophical  opposition  to  col- 
lecting payments  from  those  with  minimal  financial  resources. 

(2)  Providers  were  hard-put  to  reconcile  two  conflicting  cost  sharing 
requirements:  (a)  the  TEFRA  provision  that  no  Medicaid  provider  may  deny  care 
or  services  on  account  of  a  recipient's  inability  to  pay  cost  sharing  charges 
and  (b)  the  routine  deduction  of  all  cost  sharing  charges  from  the  reimbursement 
made  to  providers,  whether  recipients  have  actually  paid  them  or  not. 

(3)  There  is  variation  across  the  states  in  the  degree  to  which  recipients 
are  informed  of  cost  sharing  requirements  and  procedures.  In  some  cases  in- 
adequate orientation  leads  to  misunderstanding  at  the  time  of  service  delivery. 

The  Effects  of  Cost  Sharing  on  Expenditures 

Medicaid  copayments  are  expected  to  lower  expenditures  in  two  ways: 
through  shifting  service  costs  to  recipients,  thus  lowering  provider  reimburse- 
ment payments  by  Medicaid,  and  through  lowering  service  utilization  by  making 
recipients  more  cost-conscious.  The  available  research  on  cost  sharing  — 
mostly  done  in  the  private  sector  —  confirms  these  expectations.       Cost  sharing 
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generally  reduces  service  utilization  and  expenditures  for  health  care,  at  least 
in  the  short  run. 

Savings  data  were  available  in  seven  of  nine  cost  sharing  states  in  our 
case  study  sample.  In  these  seven  states,  savings  from  cost  shifting  —  i.e., 
shifting  a  portion  of  the  costs  from  Medicaid  to  recipients  —  ranged  from  a 
high  of  1.0  percent  of  total  Medicaid  expenditures  ($15.81  per  recipient  in  1984 
in  Kansas)  to  a  low  of  0.1  percent  ($2.46  per  recipient  in  1984  in  Maine). 
Savings  in  six  of  the  seven  states  were  below  0.5  percent.  The  amount  of 
savings  from  cost  shifting  was  related  to  the  number  of  services  covered  by  cost 
sharing,   the  amount  of  the  copayments,   and  the  frequency  of  utilization. 

Savings  associated  with  changes  in  recipient  utilization  of  services  could 
not  be  estimated,  primarily  because  other  utilization  control  initiatives  were 
also  operating.  The  limited  information  that  does  exist  suggests  that  cost 
sharing  has  little  impact  on  utilization,  either  in  reducing  it  or  in  provoking 
shifts  to  non-cost  shared  services. 

The  Effects  of  Cost  Sharing  on  Recipients  and  Providers 

Some  research  studies  have  suggested  that  cost  sharing  reduces  utilization, 
but  at  the  possible  expense  of  overall  health  status.  In  one  state  where  cost 
sharing  was  found  to  reduce  utilization,  it  was  also  found  that  utilization  of 
preventive  health  services  declined  24  percent,  while  utilization  of  other  serv- 
ices did  not  decline.  The  impact  of  this  reduction  on  health  status  was  not 
assessed,  but  it  is  possible  that  long-term  health  status  may  have  suffered  as  a 
result. 

According  to  some  providers  and  Medicaid  officials,  cost  sharing  places  a 
disproportionately  high  burden  on  recipients  who  truly  need,  and  must  use,  rela- 
tively more  Medicaid  services  —  in  particular,  the  noninstitutionalized  dis- 
abled and  aged.  It  is  believed  that  this  burden  should  be  lightened,  since  it 
is  not  consistent  with  the  legislative  intent  of  cost  sharing.  According  to 
current  federal  regulations,  however,  such  relief  is  not  available. 
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The  nine  case  study  states  reported  no  decline  in  provider  enrollment  in 
Medicaid  after  the  implementation  of  cost  sharing,  but  actual  services  rendered 
may  be  affected.  Data  from  one  state  indicated  that  the  enrollment  of  providers 
who  delivered  cost-shared  services  showed  a  17  percent  increase  after  the  im- 
plementation of  cost  sharing.  However,  the  number  of  providers  actually  render- 
ing services  declined  an  average  of  18  percent  per  service  with  copayments. 
These  findings  were  only  suggestive,  since  explanations  for  the  decline  other 
than  copayments  were  possible. 

The  degree  to  which  providers  actually  collect  copayments  appeared  to  vary 
among  the  nine  case  study  states.  In  one  or  more  states  it  was  reported  that: 
copayments  were,  for  the  most  part,  being  collected;  some  providers  were  not 
collecting  copayments,  because  they  were  opposed  to  them,  because  they  wanted  to 
attract  Medicaid  customers,  or  because  of  the  difficulty  of  collecting  them;  and 
some  providers  were  denying  services  if  copayments  were  not  paid.  These  dif- 
ferences may  stem  from  varying  degrees  of  insistence  by  state  Medicaid 
authorities  that  copayments  be  collected.  In  addition,  many  providers  objected 
to  the  requirement  that  they  collect  copayments,  yet  not  deny  service  to 
recipients  who  could  not  (or  would  not)  pay. 

Conclusion 

The  experience  to  date  with  recipient  cost  sharing  in  Medicaid  has  gen- 
erated some  findings  regarding  the  design  of  states*  cost  sharing  programs  and 
the  impact  of  cost  sharing  on  Medicaid  expenditures  and  administration, 
recipients,  and  providers.  States  have  found  that  cost  sharing  generally 
produces  savings  for  their  Medicaid  programs.  The  states  in  our  case  study 
sample  reported  savings  ranging  from  .1  to  1.0  percent  of  total  state  Medicaid 
expenditures.  These  savings  are  a  result  of  cost  shifting  —  the  lowering  of 
Medicaid  reimbursement  to  providers  equal  to  the  amount  of  the  recipient's  cost 
sharing  payment  to  that  provider.  Although  it  was  anticipated  that  Medicaid 
savings  would  also  result  from  reductions  in  recipients'  utilization  of  serv- 
ices, the  data  is  not  conclusive. 

Cost  sharing 's  impact  on  Medicaid  administration  is  most  significant  at  the 
time  of  program  implementation  and  when  services  and  recipient  groups  are  either 
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added  or  deleted  from  the  program.  Ongoing  program  administration  requires  only 
minimal  resources. 

The  impact  of  cost  sharing  on  Medicaid  recipients  remain  unclear.  The  data 
available  from  the  nine  case  study  states  showed  no  consistent  pattern  of  serv- 
ice utilization  change  following  cost  sharing  implementation.  In  one  state 
where  cost  sharing  was  found  to  reduce  utilization,  the  decline  was  found  in  the 
use  of  preventive  services  only.  This  raises  the  question  of  the  long-term  ef- 
fects on  health  status  and  the  potential  for  increases  in  expenditures  due  to 
poorer  health  status.  Anecdotal  evidence  suggests  that  a  small  number  of 
Medicaid  providers,  characteristically  pharmacists,  were  denying  services  to 
those  Medicaid  recipients  unable  or  unwilling  to  pay  the  copayment  charges. 
This  practice  does  not  appear  to  be  widespread  nor  were  there  any  reported  in- 
cidences from  recipients. 

Cost  sharing  does  not  appear  to  significantly  impact  Medicaid  providers. 
Although  many  providers  in  the  nine  case  study  states  did  not  support  cost  shar- 
ing, there  had  been  no  reported  decline  in  provider  enrollment  in  Medicaid  fol- 
lowing the  implementation  of  cost  sharing.  The  lack  of  evidence  of  provider 
discontent,  may  be  due  in  part  to  the  nominal  nature  of  copayments  as  well  as 
the  absence  of  compliance  monitoring.  No  states  strictly  monitored  provider 
collection  (or  non-collection)  of  copayments  and  the  degree  to  which  providers 
actually  collected  copayments  appeared  to  vary. 


xiv 


CHAPTER  1 
INTRODUCTION 


The  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA)  of  1982  significantly 
altered  the  longstanding  Medicaid  provision  allowing  states  to  require  recipient 
cost  sharing  for  services.  In  a  major  shift  in  emphasis,  TEFRA  permitted  states 
to  target  specific  groups  of  categorically  needy  and  medically  needy  recipients 
and  specific  mandatory  and  optional  services.  As  a  result  of  allowing  cost 
sharing  on  mandatory  services  for  categorically  eligible  enrollees,  it  also  in- 
creased the  share  of  Medicaid  acute  care  expenditures  that  can  be  subject  to 
cost  sharing  from  an  estimated  38  to  56  percent. 

One  of  the  initial  purposes  of  the  Medicaid  Program  Evaluation  was  to 
assess  how  the  states  responded  to  these  and  other  changes  in  cost  sharing 
policy,  how  cost  sharing  affects  recipients,  providers  and  Medicaid  administra- 
tion, and  whether  cost  sharing  has  affected  service  utilization  and  program  ex- 
penditures as  intended.  This  report  summarizes  our  findings  about  the  evolution 
and  effects  of  cost  sharing  in  Medicaid,  including  the  influence  of  TEFRA  provi- 
sions, and  discusses  their  implications  for  states  that  have  adopted  or  are  con- 
sidering cost  sharing. 

This  chapter  contains  four  sections.  In  Section  1.1,  we  describe  the  data 
sources  and  methodology  used  in  our  review.  In  Section  1.2,  we  define  cost 
sharing  and  its  purposes,  and  in  Section  1.3,  we  review  the  legislative  history 
of  cost  sharing  in  Medicaid.  Section  1.4  provides  a  discussion  of  several  major 
issues  and  questions  involving  cost  sharing  in  Medicaid.  In  our  discussion,  we 
present  some  key  findings  from  research  in  the  private  and  public  sectors,  par- 
ticularly as  it  relates  to  service  utilization  and  savings. 

In  the  remaining  chapters  we  present  the  results  of  our  review  of  state 
cost  sharing  programs  and  conclusions  from  that  review.  While  most  of  the  find- 
ings are  based  on  data  from  our  nine  state  review,  we  have  incorporated  data 
from  other  sources  where  appropriate.  In  Chapter  2,  we  describe  the  states' 
responses     to  the  Medicaid  cost  sharing  option.       First,     we  explore  the  factors 
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that  led  to  states'  adoption  of  cost  sharing  and,  then,  the  reasons  behind 
several  states'  decision  not  to  adopt  or  to  discontinue  it.  In  the  remainder  of 
the  chapter,  we  discuss  how  states*  cost  sharing  programs  were  designed  and  how 
they  have  changed  over  time.  In  Chapter  3,  we  report  our  assessment  of  the  im- 
pact of  Medicaid  cost  sharing,  specifically  copayments,  on  selected  state 
Medicaid  programs,  recipients  and  providers.  We  address  the  short-term  impact 
and  the  issues  bearing  on  an  assessment  of  the  long-term  effects.  Finally,  in 
Chapter  4,  we  present  our  conclusions  regarding  states'  experiences  with  cost 
sharing  in  Medicaid. 

1.1.   DATA  SOURCES  AND  METHODOLOGY 

This  study  of  cost  sharing  is  essentially  qualitative.  The  first  step  was 
to  gather  information  on  cost  sharing  by  compiling  a  history  of  federal  legisla- 
tion and  an  inventory  of  states'  Medicaid  cost  sharing  initiatives  and  pertinent 
literature.  In  this  early  phase  of  the  study  we  also  examined  other  materials 
provided  by  HCFA  and  the  states  and  included  interviews  with  knowledgeable 
people,  including  personnel  in  the  HCFA  central  office,  staff  of  the  Health  In- 
surance Association  of  America,  and  research  groups  involved  in  cost  sharing 
analyses.  The  focus  at  this  stage  was  on  the  number  and  characteristics  of  cur- 
rent or  past  cost  sharing  programs  in  Medicaid  and  on  the  use  and  effects  of 
cost  sharing  in  the  private  sector. 

Next,  case  studies  of  cost  sharing  programs  were  conducted  in  nine  states 
that  have  been  heavily  involved  in  cost  sharing.       The  nine     states     are:  Iowa, 

Kansas  ,  Mississippi  ,  Missouri  ,  Montana.   Nevada.   North  Carolina.   South  Dakota. 

and  Wisconsin.  Three  factors  were  used  to  determine  which  state  cost  sharing 
programs  to  include  as  candidates  for  case  study:  duration,  breadth  of  service 
inclusion,  and  the  extent  to  which  they  included  selected  services  that  are 
typically  included  in  cost  sharing  programs  (prescription  drugs,  outpatient 
hospital,  optometric,  and  dental  services).  States  were  rated  on  each  of  these 
factors,  and  those  states  with  the  highest  composite  ratings  were  selected.  The 
nine  state  review  included  telephone  discussions  with  Medicaid  state  and 
regional  cost  sharing  program  personnel;  local  welfare  eligibility  workers, 
providers,     recipients  and/or  their  advocates;     state  fiscal  intermediaries;  and 
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state  medical  societies. 

Finally,  field  visits  were  conducted  in  three  states:  Nevada,  North 
Carolina  and  Wisconsin.  These  states  were  chosen,  not  only  because  they  were 
willing  to  cooperate,  but  also  because  of  their  longstanding  and  in-depth  in- 
volvement in  Medicaid  cost  sharing  and/or  the  availability  of  relatively  careful 
data  collection  and  analyses  regarding  cost  sharing  experience  in  their  states. 

The  discussion  in  this  report  provides  suggestive  rather  than  definitive 
evidence,  particularly  in  the  area  of  cost  sharing  effects,  because  it  is  based 
solely  on  existing  studies  by  selected  states  and  the  qualitative  information 
collected  in  interviews  with  knowledgeable  people. 

1.2    Definition  and  Purpose  of  Cost  Sharing 

Cost  sharing  is  a  generic  term  which  typically  includes  one  or  more  of 
three  methods  insurers  use  to  share  their  financial  risk  with  those  they  insure 
—  deductibles,  coinsurance  and  copayments. ( 1 )  Deductibles  require  the  insured 
person  to  be  responsible  for  a  specific  amount  of  incurred  medical  expenses 
during  a  set  period  of  time  before  the  insurer  assumes  financial  risk.  For  ex- 
ample, an  insured  person  may  be  financially  responsible  for  the  first  $100  of 
health  care  expenses  during  a  calendar  year  before  insurance  benefits  commence. 
Coinsurance  is  a  fixed  percentage  of  health  care  costs  for  which  an  insured  per- 
son is  financially  responsible.  It  becomes  effective  after  the  beneficiary  has 
"met"  the  calendar  year  deductible,  if  there  is  one.  The  most  commonly  used 
coinsurance  rate  is  80/20:  the  insurer  pays  80  percent  of  the  submitted  claims 
and  the  insured  person  is  responsible  for  the  remainder.       Copayments,     the  most 


1 .  In  a  sense,  insurance  premiums  and  enrollment  charges  are  also  cost  sharing 
methods,  but  they  are  paid  up-front  and  are  independent  of  individual  utiliza- 
tion of  services.  They  represent  the  amount  the  insurer  must  charge  at  least  to 
break  even,  based  on  assumptions  about  the  future  price  of  services  and  utiliza- 
tion among  the  entire  insured  population.  In  Medicaid,  premiums  and  enrollment 
fees  (which  states  can  charge  their  medically  needy  recipients)  do  indeed  reduce 
the  states'  and  federal  government's  expenditures,  but  they  remain  unrelated  to 
individual  utilization  and  service  costs.  As  such,  premiums  and  enrollment  fees 
are  excluded  under  the  generic  term  "cost  sharing"  in  the  remainder  of  this 
report. 
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popular  form  of  cost  sharing  in  Medicaid,  are  fixed  dollar  amounts  that  the 
recipient  must  pay  for  a  specific  unit  of  service  at  the  time  of  service 
delivery.  They  do  not  count  toward  reaching  deductible  limits  or  coinsurance 
percentages.  Copayments  in  both  the  public  and  private  sectors  typically  range 
from  $.50  to  $25.00,  depending  on  the  service. 

In  addition  to  reducing  the  insurer's  cost  through  out-of-pocket  payments 
by  the  insured,  these  three  forms  of  cost  sharing  are  believed  to  save  money  in 
another  way.  A  considerable  amount  of  research  on  the  private  sector's  use  of 
cost  sharing  has  documented  the  fact  that  shared  risk  not  only  lowers  the 
insurer's  cost  per  unit  of  service,  e.g.,  paying  only  80  percent  of  the  cost, 
but  also  leads  to  lower  utilization  of  services  in  the  first  place.  In  other 
words,  if  a  beneficiary  knows  that  he/she  will  have  to  pay  part  of  the  bill  for 
a  specific  medical  service,  he/she  may  opt  to  delay  the  service  or  forego  it  en- 
tirely. As  one  observer  has  put  it,  cost  sharing  serves,  then,  two  important 
purposes : 

"As  a  utilization  control  device,  cost  sharing  helps  induce  patients  to 
be  economically  prudent  when  deciding  to  purchase  health  care  services. 
As  an  expenditure  control  device,  cost  sharing  allows  third  party 
payers  to  shift  a  portion  of  the  cost  of  care  to  consumers  of  health 
services . " ( 2 ) 

The  logic  of  cost  sharing,  thus,  is  straightforward,  but  its  actual  im- 
plementation and  effects  are  considerably  more  complex,  especially  in  Medicaid. 
As  described  in  the  next  section,  cost  sharing  in  Medicaid  is  governed  by 
specific  laws  and  regulations  which  have  periodically  changed  the  basic  rules 
about  who  can  be  required  to  share  costs,  which  services  can  be  affected,  and 
how  much  can  be  charged.  Further,  our  discussion  in  Section  1.3  of  this  chapter 
and  in  Chapter  3  will  suggest  that  the  relationships  between  cost  sharing  and 
service  utilization,  on  the  one  hand,  and  between  utilization  and  actual 
savings,  on  the  other,  are  not  as  simple  as  they  appear.  For  example,  some  re- 
search suggests  that  cost  sharing  can  produce    utilization    patterns    that  cost 

2.  Ian  Hill,  "Recipient  Cost  Sharing  Under  Medicaid,"  in  Richard  Curtis  and  Ian 
Hill  (Eds.),  Affording  Access  to  Quality  Care ,  National  Governor's  Association, 
July,    1986,   p. 151. 
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more  in  the  long-term. (3 , 4) 


1.3     COST  SHARING  IN  MEDICAID:     A  BRIEF  LEGISLATIVE  REVIEW 

The  use  of  cost  sharing  has  been  a  state  option  since  Medicaid  began  in 
1965.  The  original  Social  Security  Act  [Title  XIX,  Section  1902(a)(14)]  allowed 
states  to  adopt  cost  sharing  with  certain  limitations.  Cost  sharing  could  be 
imposed  on  the  categorically  and  medically  needy  for  all  services  except  in- 
patient hospital  services,  and  charges  had  to  be  income-related.  In  1967, 
Congress  altered  their  position  to  permit  cost  sharing  on  inpatient  hospital 
services  for  the  medically  needy.  The  categorically  needy  were  still  exempt. 
Then  in  1969  when  the  first  cost  sharing  regulations  were  promulgated,  the 
categorically  needy  became  exempt  from  cost  sharing  on  any  service,  leaving  only 
the  medically  needy  subject  to  cost  sharing  on  all  services.  However,  the 
requirement  that  cost  sharing  be  income-related  was  considered  by  the  states  to 
be  so  administratively  burdensome  (since  charges  would  have  to  vary  depending  on 
an  individual's  income)  that  none  of  the  states  implemented  cost  sharing 
programs  until  it  was  changed  in  1972.  See  Exhibit  1.1  for  a  description  of  the 
legislative  changes  in  cost  sharing. 

In  1972,  the  categorically  needy  became  subject  to  cost  sharing  on  optional 
services.  In  addition,  a  requirement  that  the  costs  be  "nominal"  was  sub- 
stituted for  the  original  income-related  requirement.  Nominal  for  noninstitu- 
tional  services  was  defined  by  either  using  a  scale  tying  the  copayment  amount 
to  the  provider's  charges  or  assigning  a  standard  copayment  based  on  average  or 
typical  state  payments  for  a  specific  service.  Nominal  for  institutional  serv- 
ices was  set  at  a  ceiling  of  50  percent  of  the  agency's  payment  for  the  first 
day  of  care.  In  addition,  if  states  chose  to  impose  deductible  or  coinsurance 
charges,  rather  than  copayments,  the  charges  were  limited  to  a  $2  per  family  per 
month  deductible  and  a  5  percent  coinsurance  charge. 


3.  Martin  F.  Shapiro,  et  al.,  "The  Effects  of  Cost  Sharing  on  Seeking  Care  for 
Serious  and  Minor  Symptoms",  Annuals  of  Internal  Medicine,.  February,  1986. 

4.  L.  Jay  Helms,  et  al. ,  "Copayments  and  Demand  for  Medical  Care:  The  Califor- 
nia Medicaid  Experience",  Rand  Report  No.  R-2167-HEW,  February,  1987. 
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EXHIBIT  1 . 1 
HISTORICAL  SUMMARY  OF  COST  SHARING 
ALLOWED   IN  STATE  MEDICAID  PLANS 


LEGISLATION 

CATEGORICALLY  NEEDY 

MEDICALLY  NEEDY 

MANDATORY  j 
SERV I CES 

OPTIONAL 
SERVICES 

MANDATORY 
SERVICES 

OPT IONAL 
SERVICES 

SOCIAL  SECURITY 
ACT  (SSA)  1965 

X 

EXCEPT 
INPATI ENT 
HOSP ITAL 

X 

X 

EXCEPT 
INPATIENT 
HOSP ITAL 

X 

SSA  AMENDMENTS 
1967 

X 

EXCEPT 
INPATIENT 
HOSP ITAL 

X 

X 

X 

REGULATIONS 
1969  RE:  1967 
AMENDMENTS 

X 

X 

SSA  AMENDMENTS 
1972 

X 

!  X 

!  X 

TAX  EQUITY  AND 
FISCAL  RESPONSI- 
BILITY ACT  1982 

X 

EXCEPT: 

O  PERSONS  UNDER  18 
OR  UP  TO  21  AT 
STATE  OPTION 

0  LONG  TERM  CARE 
RESIDENTS 

0  HMO  ENROLLEES 

O  PREGNANCY  RE- 
LATED SERVICES/ 
PREGNANT  WOMEN 

0  EMERGENCY  SERV- 
ICES 

0  FAMILY  PLANNING 
SERVICES 

X 

EXCEPT: 

0  PERSONS  UNDER  18 
OR  UP  TO  21  AT 
STATE  OPTION 

0  LONG  TERM  CARE 
RESIDENTS 

0  HMO  ENROLLEES 

O  PREGNANCY  RE- 
LATED SERVICES/ 
PREGNANT  WOMEN 

O  EMERGENCY  SERV- 
ICES 

0  FAMILY  PLANNING 
SERVICES 

:  x 

!  EXCEPT: 

|0  PERSONS  UNDER  18 
!     OR  UP  TO  21  AT 
!     STATE  OPTION 
o  LONG  TERM  CARE 

RESIDENTS 
0  HMO  ENROLLEES 
o  PREGNANCY  RE- 
LATED SERVICES/ 
PREGNANT  WOMEN 
o  EMERGENCY  SERV- 
ICES 

0  FAMILY  PLANNING 
SERVICES 

!  X 
! EXCEPT: 

!o  PERSONS  UNDER  18 
!     OR  UP  TO  21  AT 
1     STATE  OPTION 
0  LONG  TERM  CARE 

RESIDENTS 
o  HMO  ENROLLEES 
O  PREGNANCY  RE- 
LATED SERVICES/ 
PREGNANT  WOMEN 
O  EMERGENCY  SERV- 
ICES 

O  FAMILY  PLANNING 
SERVICES 

With  the  switch  to  nominal  payments,  cost  sharing  finally  became  a  reality 
in  Medicaid.  North  Carolina  and  Arkansas  became  the  first  states  to  adopt  cost 
sharing  provisions  in  1973.  The  change  from  income-related  to  nominal  in  1972 
was  critical,  but  it  is  also  likely  that  states  were  becoming  increasingly  will- 
ing to  implement  cost  sharing  because  of  both  the  growing  need  to  contain  costs 
and  the  example  of  the  private  sector.  Private  insurers  were,  by  number  and 
degree,  increasing  their  reliance  on  cost  sharing  to  contain  costs,  and  there 
was  a  growing  perception  that  cost  sharing  saved  money.  During  these  difficult 
years,  state  Medicaid  programs  developed  several  strategies  for  containing 
costs.  Some,  such  as  tightening  eligibility  requirements  and  decreasing  service 
offerings,  have  had  much  greater  potential  for  saving  money  than  has  cost  shar- 
ing. In  some  cases,  however,  states  began  to  resort  to  less  drastic  measures 
like  cost  sharing,  precisely  to  avoid  having  to  cut  services,  reimbursement  or 
eligibility  any  further  than  they  already  had. 

TEFRA     1982  vastly  complicated  cost  sharing  under  Medicaid  by  introducing  a 

whole  set  of  finer  distinctions  defining  the  specific  services  that  were  subject 

to  cost  sharing,     either  at  a  defined  nominal  rate  or  at  a  higher    penalty  rate 

(i.e.,     through  a  waiver  for  nonemergency  use  of  emergency  room  services).  The 

gross  distinctions  of  categorically  and  medically  needy,     and  of    mandatory  and 

optional  services,     were  set  aside.     The  following  specific  recipient  groups  and 

services  became  exempt: 

o  Services  provided  to  persons  under  age  18,  or  at  state  option,  persons 
under  21,  20,  or  19,  or  "reasonable"  categories  of  persons  older  than 
18; 

o  Pregnancy-related  services  or,  at  state  option,  any  services  provided 
to  a  pregnant  woman; 

o  Any  patient  in  a  medical  institution  who  is  required  as  a  condition  of 
receiving  services  in  the  institution  to  spend  all  but  a  minimal 
amount  of  income  for  medical  services; 

o        Emergency  services; 

o        Family  planning  services;  and 

o  Services  provided  by  a  health  maintenance  organization  to  enrolled 
categorically  needy,  or  at  state  option,  all  covered  persons. 
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The  motivation  for  the  TEFRA  changes  was  concern  with  rising  expenditures 
and  specific  ideas  on  which  service  use  should  or  should  not  be  discouraged. 
For  example,  on  the  one  hand,  recipients  judged  to  be  making  unnecessary  use  of 
costly  hospital  emergency  room  services  can  now  be  required  to  pay  double  the 
nominal  copayment  (waiver  required);  on  the  other  hand,  services  like  maternal 
care,  deemed  to  be  necessary  and  beneficial,  are  exempt  from  cost  sharing.  As 
shown  in  Exhibit  1.2,  the  percentage  of  total  Medicaid  recipients  TEFRA  targeted 
for  inclusion  in  cost  sharing  was  relatively  low  compared  to  those  covered  under 
previous  legislation,  but  the  percentage  of  Medicaid  expenditures  subject  to 
cost  sharing  was  relatively  high.  (For  a  more  detailed  discussion,  see  the  MPE 
interim  paper:  Steve  Long  et  al. ,  Background  on  Cost  Sharing  and  Its  Use  in 
Medicaid .  Syracuse,  New  York:     Syracuse  University,  1986.) 

Although  deductibles  and  coinsurance  are  more  prevalent  in  the  private  sec- 
tor, copayments  are  the  most  used  form  of  cost  sharing  in  Medicaid.  The 
prominence  of  copayments  can  be  attributed  to  several  factors.  Unlike  coin- 
surance, copayments  are  a  fixed,  nominal  amount,  thus  assuring  that  recipients 
will  not  be  vulnerable  to  major  increases  in  cost  sharing  responsibilities 
through  increased  need  for  services.  Unlike  the  typical  deductible,  which  is 
often  applied  across  the  board,  they  are  based  on  use  of  selected  services,  thus 
enabling  Medicaid  to  target  specific  highly  or  inappropriately  used  services. 
Monitoring  deductible  payment  levels,  i.e.,  knowing  when  the  insured  person  has 
met  (paid)  the  annual  deductible,  is  also  administratively  burdenson.  Further- 
more, copayments,  in  most  cases,  can  be  required  up-front  at  the  time  of  service 
delivery,  and  impose  a  minimal  administrative  burden  to  the  Medicaid  program 
after  initial  implementation.  Twenty-five  of  the  26  Medicaid  cost  sharing 
programs  currently  operating  use  copayments;  only  three  programs  use  coinsurance 
and  none  use  deductibles.  As  a  result,  our  study  focused  on  states'  experience 
with  Medicaid  copayments. 

1.4.   RECENT  RESEARCH  AND  MAJOR  ISSUES  IN  COST  SHARING 

As  health  care  costs  have  grown  and  major  cost  containment  strategies  have 
been  exhausted,  the  reliance  on  cost  sharing  has  increased,  in  the  private  sec- 
tor as  well  as  in  Medicaid.     For  example,     according  to  a  1984  study  of  employee 
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EXHIBIT  1.2:  IMPACT  ON  LEGISLATIVE 
CHANGES  ON  RECIPIENTS  &  EXPENDITURES 
SUBJECT  TO  COST  SHARING 


1986  1987  1969  1972          1982  (TEFRA) 

FISCAL  YEAR 


RECIPIENTS      ESI  EXPENDITURES 


SOURCE:  MEDICAID  STATE  TABLES  FOR 

FY  84,  OFFICE  OF  THE  ACTUARY, 

HEALTH  CARE  FINANCING  ADMINISTRATION 


benefits  in  medium  and  large  firms  in  the  United  States,  the  percentage  of 
health  plan  participants  who  must  pay  an  initial  deductible  and  a  portion  of 
subsequent  hospital  room  charges  increased  from  12  percent  in  1982  to  28  percent 
in  1984.  In  major  medical  coverage  (typically  coverage  of  services  other  than 
inpatient  room  services),  almost  all  plan  participants  in  1984  had  to  pay  a  de- 
ductible. The  most  common  deductible  amount  was  $100  per  person  per  year,  but 
the  percentage  of  plan  participants  paying  $150  or  more  increased  from  8  percent 
in  1982  to  21  percent  in  1984.  Beyond  deductibles,  the  vast  majority  of  plan 
participants  also  had  to  pay  coinsurance,   typically  at  a  20  percent  rate. (5) 

The  effects  of  cost  sharing  on  the  use  of  medical  services  among  the 
general  population  have  been  analyzed  in  various  studies.  Although  cost  sharing 
was  present  prior  to  1970,  most  research  on  the  impact  of  cost  sharing  was  done 
during  the  1970s,  when  insurers  were  seeking  new  responses  to  the  rising  cost  of 
health  care. 

The  most  thorough  and  widely  cited  study  of  cost  sharing  in  the  private 
sector  is  the  Rand  Health  Insurance  Study,  a  large-scale  controlled  experiment. 
For  a  period  of  five  years  between  1975  and  1980,  different  randomly  assigned 
participant  groups  received  medical  care  that  was  subject  to  different  per- 
centages of  cost  sharing  —  0,  25,  50  and  95  percent  respectively. (6)  Different 
levels  of  cost  sharing  were  applied  so  as  to  measure  their  varying  effect  on 
utilization  and  expenditures.  The  Rand  study  yielded  a  wealth  of  findings;  all 
of  which  support  the  conclusion  that  cost  sharing  generally  reduces  service 
utilization  and  expenditures  for  health  care,  at  least  over  the  period  covered 
by  the  experiment.     Some  of  the  early  findings  were  as  follows: 

o  Health  expenditures  per  person  responded  to  variation  in  cost  sharing. 
They  were  about  50  percent  greater  in  the  plan  with  no  cost  sharing 
than  in  the  one  with  95  percent  coinsurance  up  to  a  $1000  annual  maxi- 
mum. This  variation  was  a  result  of  differences  in  service  utiliza- 
tion, not  price  per  service. 


5.  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  "Employee  Benefits  in 
Medium  and  Large  Firms,   1984",  Bulletin  2237,  June,  1985. 

6.  Joseph  P.  Newhouse,  et  al. ,  "Some  Interim  Results  from  a  Controlled  Trial  of 
Cost-Sharing  in  Health  Insurance",  Rand  Health  Insurance  Experience  Series,  Rand 
Corporation,  January,  1982. 
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o  The  lower  the  degree  of  cost  sharing,  the  higher  the  percentage  of 
persons  seeking  care,     the  higher  the  number  of  ambulatory  visits  per 

user,  and  the  higher  the  number  of  adults  (but  not  children)  hospital- 
ized. 

o        Relative    to    free    care,     cost    sharing  for  only  ambulatory  services 

decreased  adult  hospital  admissions,  but  did  not  appear  to  affect  ad- 
mission rates  for  children. 

o  When  cost  sharing  was  income-related,  responsiveness  to  cost  sharing 
(in  terms  of  service  utilization)  was  generally  the  same  among  groups 
with  relatively  high  and  low  income  levels. (7) 

Additional  analyses  of  the  Rand  experiment  data  have  suggested  that  cost 
sharing 's  effect  on  utilization  is  quite  similar  across  specific  services. 
Specifically,  the  effects  of  cost  sharing  on  the  use  of  prescription  drugs, 
emergency  services,  and  ambulatory  mental  health  services  were  found  to  be 
similar  to  its  effects  on  overall  utilization. (8 , 9 , 10) 

Another  analysis  of  the  Rand  data  found  that  cost  sharing  reduces  utiliza- 
tion among  children  as  well  as  adults.  Per  capita  use  of  medical  services  was 
one-third  greater  for  children  whose  families  had  no  cost  sharing  than  for  those 
whose  families  paid  95  percent  of  their  medical  costs.  The  increases  were  found 
in  outpatient  care  —  increases  in  the  probability  of  seeing  a  doctor  during  the 
year,  the  total  annual  expenditures,  and  the  number  of  visits  per  year.  The 
level  of  cost  sharing  was  unrelated  to  inpatient  hospital  utilization. ( 11 ) 

The  Rand  research  strongly  suggests,  then,  that  cost  sharing  reduces  serv- 
ice   utilization    and  saves  money... at  least  in  the  short  run.       But  this  is  not 


7 .  Ibid. ,   pp.  v-vi. 

8.  A.  Leibowitz,  "The  Demand  for  Prescription  Drugs  as  a  Function  of  Cost- 
Sharing",  Rand  Note  No.  N-2278-HHS,  October,  1985. 

9.  K.F.  Grady,  et  al. ,  "The  Impact  of  Cost  Sharing  on  Emergency  Department  Use", 
Rand  Note  No.  N-2376-HHS,  October,  1985. 

10.  K.  Wells,  et  al.,  "Cost-Sharing  and  the  Demand  for  Ambulatory  Mental  Health 
Services",  Rand  Report  No.  R-2960-HHS,  September,  1982. 

11.  A.  Leibowitz,  et  al.,  "The  Effect  of  Cost-Sharing  on  the  Use  of  Medical 
Services  by  Children:  Interim  Results  from  a  Randomized  Controlled  Trial",  Rand 
Report  No.  R-3287-HHS,  September,  1985. 
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the  whole  cost  sharing  story.  There  remain  several  important  questions  about 
the  implementation  and  effects  of  cost  sharing  that  warrant  continuing 
attention: 

o  Is  the  reduction  in  utilization  a  permanent  reduction,  or  does  it 
gradually  disappear  as  individuals  become  accustomed  to  their  cost 
sharing  responsibilities? 

o  Will  some  individuals  deny  themselves  needed  care  because  of  the  cost 
sharing  burden,  experience  deteriorating  health  as  a  consequence,  and 
require  more  expensive  care  in  the  long  run? 

o  Do  the  very  poor  (e.g.,  Medicaid  recipients)  differ  from  the  general 
population  in  terms  of  cost  sharing' s  effects  on  service  utilization, 
health  outcomes,  and  expenditures? 

o        How  does  cost  sharing  affect  providers,  especially  those  in  Medicaid? 

There  has  been  very  little  research  on  these  questions.  In  one  Canadian 
study,  it  was  found  that  copayments  reduced  total  utilization  of  physicians' 
services  (more  so  among  the  poor  than  others),  but  the  reduction  subsided  within 
two  years. (12)  As  for  the  long-term  effects  of  cost  sharing  on  health  status 
and  health  care  expenditures,  the  little  research  that  has  been  done  suggests 
that  cost  sharing  may  have  a  negative  effect  on  health  status,  and  that  the  very 
poor  may  be  more  negatively  affected  than  the  general  population.  In  another 
Rand  experiment-based  study,  3958  people,  aged  14-61,  who  were  free  of  major 
disability  and  had  been  randomly  assigned  to  various  cost  sharing  levels  for 
three  or  five  years,  were  studied  with  respect  to  utilization  and  subsequent 
health  status.  Patients  subject  to  cost  sharing  made  one-third  fewer  visits  to 
a  physician  and  were  hospitalized  one-third  less  often  than  patients  who 
received  free  care.  For  persons  with  poor  vision  and  for  low-income  persons 
with  high  blood  pressure,  free  care  brought  an  improvement;  and  better  control 
of  blood  pressure  reduced  the  calculated  risk  of  early  death  among  those  at  high 
risk.  For  the  average  participant,  as  well  as  for  subgroups  differing  in  income 
and  initial  health  status,  no  significant  effects  were  detected  on  eight  other 
measures  of  health  status  and  health  habits,  however. (13) 


12.  R.G.  Beck,  "The  Effects  of  Co-Payments  on  the  Poor",  Journal  of  Human 
Resources,  Vol.9,  No.l,  Winter,   1974,   pp.  129-142. 

13.  R.H.  Brook,  et  al. ,  "The  Effect  of  Coinsurance  on  the  Health  of  Adults", 
Rand  Report  No.  R-3055-HHS,  December,  1984. 
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In  another  study  related  to  the  Rand  Health  Insurance  Study,  it  was  found 
that  poor  and  uneducated  people  who  began  the  experiment  in  poor  health  did  not 
fare  as  well  under  cost  sharing  as  under  free  care. (14)  The  study  was  based  on 
pre-  and  post-experiment  questionnaires  administered  to  3,539  17-61  year-old 
participants.  At  the  beginning  of  the  experiment,  34  percent  of  the  needy  par- 
ticipants who  were  in  poor  health  reported  serious  symptoms.  The  percentage 
declined  during  the  study  for  both  the  free  care  and  the  cost  sharing  groups  of 
poor  individuals,  most  likely  because  the  experiment  provided  access  to  some  who 
had  not  had  medical  care  before,  but  post-experiment  complaints  of  serious 
symptoms  were  higher  for  the  cost-sharers  (29  vs.  24  percent).  It  should  be 
noted  that  cost  sharing  was  found  to  have  reduced  visits  to  the  doctor  for  minor 
ailments  by  one-third,  among  poor  and  non-poor  alike.  According  to  the  Rand 
Corporation  and  UCLA  School  of  Medicine  researchers: 

Making  patients  pay  part  of  the  cost  of  care  is  an  effective  policy  for 
reducing  medical  expenditures.  However  our  results  suggest  that  there 
may  be  health  consequences  of  such  a  policy  that  are  not  shared  equally 
across  disadvantaged  and  non-disadvantaged  groups. 

There  have  been  a  few  studies  of  the  effects  of  cost  sharing  on  Medicaid 
populations.  In  one,  a  1972  experiment  in  California,  the  requirement  of  a 
$1.00  copayment  per  physician  visit  decreased  the  demand  for  physician  services 
by  eight  percent,  but  increased  the  demand  for  non-cost-shared  hospital  in- 
patient services  by  17  percent,  and  increased  overall  program  costs  by  between 
three  and  eight  percent.  This  finding,  based  on  the  experiences  of  about  40,000 
recipients  six  months  before  and  12  months  after  imposition  of  copayments,  sug- 
gests that  Medicaid  recipients  may  be  restricting  their  use  of  ambulatory  serv- 
ices to  such  an  extent  that  their  health  status  deteriorates,  leading  to  in- 
creased use  of  other,  more  costly,  services .( 15 ) 

In  1982,  California  eliminated  Medicaid  benefits  for  270,000  medically  in- 
digent adults  and  transferred  responsibility  for  their  care  to  the  counties  at 
70  percent  of  previous  funding.  In  response,  some  counties  imposed  cost  sharing 
to    deter    utilization  and  save  money.       During  the  six  months  after  the  change, 


14.  Op  cit.  Martin  F.  Shapiro. 

15.  Op  cit.  L.  Jay  Helms. 
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care  for  many  individuals  was  either  eliminated,  interrupted,  or  severely  dis- 
rupted. Access  was  affected:  only  50  percent  of  the  indigent  adults  could 
report  a  regular  source  of  care  after  their  benefits  were  terminated  as  compared 
with  96  percent  previously,  and  75  percent  of  patients  who  did  not  obtain  care 
when  needed  gave  expense  as  a  reason.  In  comparison  to  a  control  group,  persons 
who  had  their  health  insurance  terminated  or  interrupted  suffered  significant 
declines  in  health  status.  A  follow-up  study  conducted  one  year  after  the 
change  confirmed  that  these  findings  were  not  a  temporary  phenomenon. ( 16 ) 

The  research  to  date  suggests,  then,  that  cost  sharing  on  ambulatory  care 
services  does  reduce  utilization,  and  that  the  effect  varies  with  the  percentage 
of  costs  shared  and  the  financial  status  of  those  on  whom  the  cost  sharing  was 
imposed.  It  is  not  clear,  however,  that  cost  sharing  necessarily  saves  money 
for  the  insurer  in  the  long  run  and  it  may  lead  to  other  undesirable  outcomes, 
namely,  reduced  access  to  Medicaid  providers  and  less  effective  overall  health 
care. 

While  all  the  reasons  for  this  are  not  clear,  it  should  give  pause  to  those 
who  believe  that  what  works  in  private  health  insurance  will  also  work,  and  work 
in  the  same  way,  in  Medicaid.  Medicaid  policy  developers  are  faced  with  con- 
sumers of  health  services  who  differ  substantially  from  the  general  population. 
For  example,  gross  differences  in  health  status  have  been  found  between  those 
with  private  health  insurance,  the  near-poor,  and  those  on  Medicaid.  According 
to  one  knowledgeable  source,  those  on  Medicaid  all  year  or  part  of  the  year  but 
otherwise  uninsured  tend  to  be  least  healthy. (17)  National  survey  data  indicate 
that  the  poor,  in  households  with  income  up  to  $5,000  per  year,  were  found  to  be 
3.4  times  more  likely  to  have  chronic  conditions  that  limited  their  activity 
than  those  with  high  incomes,  in  households  with  income  over  $25,000.  Also 
those  with  low  income  spend  2.9  times  more  days  in  bed  due  to  illness  or  injury 
and  2.7  times     the     number    of     inpatient    hospital     days     as     those     with  high 


16.  J.  Lurie,  et  al.,  "Termination  of  Medi-Cal  Benefits:  A  Follow-up  Study  One 
Year  Later",   New  England  Journal  of  Medicine.   Vol.   314,   No.    19,  May  8,  1986. 

17.  Gail  R.  Wilensky  and  Marc  L.  Berk,  "The  Health  Care  of  the  Poor  and  the  Role 
of  Medicaid",  National  Center  for  Health  Services  Research,  July,  1982. 
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incomes . ( 18 ) 

In  addition  to  having  poorer  health  than  many  others  in  the  general  popula- 
tion, Medicaid  recipients  have  little  discretionary  money,  and  perhaps,  are  less 
aware  of  the  consequences  of  denying  themselves  care  before  conditions  become 
urgent.  Given  such  differences,  questions  regarding  the  mix  of  services  and 
Medicaid  recipient  groups  that  should  be  subject  to  copayments  and  the  payment 
level  that  should  be  required  are  difficult  ones  for  public  policy  makers  to 
answer  with  only  limited  research  at  their  disposal. 

A  second  area  of  difficulty  for  Medicaid  policy  makers  is  the  role  of 
health  care  providers.  Interviews  with  Medicaid  officials  in  New  York  suggested 
that  low  reimbursement  rates  for  office  visits  coupled  with  required  coinsurance 
on  the  part  of  medically  indigent  recipients  led  to  two  negative  effects.  The 
first  was  reduced  access  to  medical  care  for  Medicaid  recipients  due  to  some 
physicians  withdrawing  from  Medicaid.  The  second  negative  effect  was  increased 
Medicaid  expenditures.  Cost  sharing  prompted  some  physicians  to  refer  patients 
to  nearby  clinics  where  Medicaid  reimbursement  rates  were  much  higher. (19) 

The  structure  of  copayments  places  the  burden  of  collection  on  the 
provider,  not  the  insurer.  A  survey  of  physicians*  attitudes  towards  cost  shar- 
ing was  conducted  in  Philadelphia.  Only  50  percent  of  those  responding  could  be 
expected  to  cooperate  with  Medicaid  cost  sharing  provisions.  Among  those  who 
would  cooperate,  physicians  with  high  percentages  of  Medicaid  recipients  on 
their  caseloads  stated  that  if  cost  sharing  was  imposed  they  would  raise  their 
fees  rather  than  attempt  to  collect  or  bill  their  Medicaid  patients. (20)  With 
Medicaid  provider  participation  problematic  in  many  states,  policy  makers  must 
consider  the  impact  of  implementing  a  cost  sharing  system  on  the  provider  com- 
munity. 


18.  "Health  Characteristics  According  to  Family  and  Personal  Income",  Vital  and 
Health  Statistics,   Series  10,  No.   147,  October-November,  1985. 

19.  Source  unavailable. 

20.  Source  unavailable. 
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These  very  important  questions  demand  attention  in  any  assessment  of  the 
implementation  and  effectiveness  of  cost  sharing  in  Medicaid.  To  the  extent  our 
limited  review  of  state  experience  allowed,  we  explored  them  through  the  data 
and  observations  available  to  us.  To  be  sure,  the  verdict  on  cost  sharing  in 
Medicaid  is  still  a  long  way  off,  primarily  because  so  little  systematic  evalua- 
tion is  being  done  at  the  state  level.  Cost  sharing  is  a  very  small  part  of 
Medicaid;  furthermore,  assumptions  about  its  efficacy  and  philosophical  correct- 
ness are  strongly  held  among  many  Medicaid  officials.  As  a  result,  there  is  not 
a  strongly  felt  need  for  evaluation. 
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CHAPTER  2 
STATES'  RESPONSES  TO  COST  SHARING: 
PROGRAM  ADOPTION  AND  DESIGN 

In  Chapter  1,  we  laid  the  groundwork  for  a  discussion  of  states*  responses 
to  cost  sharing  in  Medicaid.  In  this  chapter  we  focus  on  states'  use  of  copay- 
raents,  the  cost  sharing  method  of  choice  in  Medicaid.  The  chapter  is  divided 
into  three  sections.  First,  we  explore  the  factors  that  led  to  states'  deci- 
sions to  adopt  cost  sharing.  In  the  second  section  we  review  the  states  that 
have  not  adopted  or  have  discontinued  cost  sharing  and  explore  some  of  their 
reasons  for  doing  so.  In  the  third  section  of  this  chapter  we  discuss  how 
states*  cost  sharing  programs  were  designed  and  how  they  have  changed  over  time. 
Whenever  possible,  data  on  the  35  states  that  have  had  cost  sharing  since  its 
inception  in  Medicaid  (nine  of  which  have  discontinued  their  programs)  will  be 
used.  More  in-depth  data  and  anecdotal  information  are  derived  from  the  nine 
states  selected  for  our  review,  including  the  three  programs  that  were  the  sub- 
ject of  on-site  review. 

2.1     STATES'  ADOPTION  OF  COST  SHARING 

A.       Factors  Leading  to  States'  Adoption  of  Cost  Sharing 

Two-thirds  of  the  states  have  experience  with  cost  sharing  under  Medicaid. 
As  shown  in  Exhibit  2.1,  since  1973  at  least  one  state  Medicaid  program  each 
year  has  adopted  cost  sharing  up  to  1985.  The  rate  of  adoption  was  particularly 
high  in  1976-77  and  1981-82  because  health  care  costs  were  rising  especially 
rapidly,  and  cost  sharing  was  seen  as  one  method  to  contain  costs.  Although  not 
as  compelling,  states  in  our  review  cited  a  desire  to  reverse  the  trend  toward 
welfare  dependency  and  favorable  changes  in  Medicaid  legislation  as  additional 
reasons  for  implementing  cost  sharing  in  their  Medicaid  programs.  The  most 
prevalent  of  which  are  discussed  briefly  in  this  subsection. 
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1.       Cost  Containment 


The  most  common  factor  in  states'  motivation  for  instituting  cost  sharing 
was  the  dramatic  rise  in  health  care  expenditures.  Prior  to  the  implementation 
of  cost  sharing,  Medicaid  expenditures  were  on  the  rise  in  most  of  the  states 
that  adopted  cost  sharing. (21 , 22  ,23  )  As  shown  in  Exhibit  2.2,  the  increases 
in  Medicaid  expenditures  for  the  year  prior  to  cost  sharing  implementation 
ranged  from  2  percent  in  Illinois  to  41  percent  in  Wisconsin.  Utah  was  the  only 
state  to  show  a  decline  in  Medicaid  expenditures  prior  to  cost  sharing  adoption, 
but  it  only  imposed  cost  sharing  on  one  service,  non-emergency  use  of  emergency 
room  services.  These  rises  in  most  states'  Medicaid  expenditures  were  due  in 
large  part  to  the  rising  cost  of  health  care  in  both  the  public  and  private  sec- 
tors but  also  to  the  expanded  use  of  Medicaid.  Medicaid,  created  by  the  Social 
Security  Act  of  1965,  was  a  relatively  new  program.  As  states  developed  their 
programs,  eligibles  learned  how  to  avail  themselves  of  the  broad  range  of 
Medicaid  service  offerings,  and  participation  and  expenditures  increased. 

In  an  attempt  to  combat  escalating  health  care  costs  in  the  private  sector, 
insurers  and  employers  (the  largest  purchasers  of  private  health  insurance)  in- 
creased their  use  of  beneficiary  cost  sharing.  When  confronted  with  escalating 
Medicaid  expenditures,  states  followed  the  lead  of  their  private  sector  counter- 
parts and  explored  methods  to  reduce  their  financial  risk.  Of  the  nine  states 
in  our  research  sample,  all  but  one,  North  Carolina,  had  a  single  formally 
stated  goal  for  cost  sharing:  reducing  Medicaid  expenditures.  For  example, 
Kansas  cited  a  budget  crunch,  particularly  a  dramatic  rise  in  Medicaid  prescrip- 
tion drug  expenditures  in  1976,  as  their  reason  for  implementing  cost  sharing. 
Many  states  did  suggest  that  they  had  other,  more  informal  goals,  the  most  com- 
mon of  which  was  discouraging  welfare  dependence,  but  cost  containment  was  the 
paramount  objective. 

21-  Health  Care  Financing;  Program  Statistics;  Medicare  and  Medicaid  Data  Books, 

1982,   1983  and  1984. 

22.  2082  data  from  state  sources. 

23.  Medicaid  State  Tables  for  Fiscal  Year  1984,  Office  of  the  Actuary,  Health 
Care  Financing  Administration. 
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2.       Welfare  Dependency 


As  welfare  participation  and  expenditures  have  grown  in  recent  decades, 
there  has  been  increased  concern  over  the  negative  effects  of  assistance 
programs  on  recipients'  motivation  to  be  self-sufficient.  In  his  book,  Losing 
Ground:  American  Social  Policy  1950-198Qr  Charles  Murray  postulates  that 
government  policy,  beginning  in  the  1960s,  substantially  altered  the  incentive 
structure  for  welfare  recipients .( 24)  The  pattern  of  combining  work  and  welfare 
as  a  lifestyle  became  widespread  and  acceptable.  By  creating  a  variety  of  work 
expense  deductions,  many  people  who  had  not  been  eligible  for  welfare  because  of 
their  income  now  qualified.  For  the  first  time,  people  with  steady  employment 
joined  the  welfare  roles.  The  working  poor  received  free  supplements  to  their 
income,  thus  encouraging  more  of  an  ongoing  dependence  on  welfare. 

Cost  sharing  was  viewed  by  some  as  one  way,  albeit  a  minor  one,  in  which 
states  could  deter  dependence  on  public  assistance.  It  was  theorized  that  the 
vested  interest  recipients  would  have  in  their  health  care  through  the  sharing 
of  costs  would  discourage  the  welfare  dependency  promoted  by  "getting  something 
for  nothing".  Using  this  logic,  North  Carolina,  for  example,  adopted  cost  shar- 
ing in  Medicaid  for  the  express  purpose  of  giving  recipients  a  stake  in  their 
health  care  delivery  system,  instilling  self-respect  and  serving  as  a  deterrent 
to  welfare  dependency. 

3.       Legislative  Changes 

Even  with  rising  expenditures,  states  did  not  implement  cost  sharing  until 
1973.  This  lack  of  interest  was  due  in  large  part  to  the  way  in  which  states 
were  required  by  law  to  determine  cost  sharing  charges,  that  is  on  the  basis  of 
each  individual  recipient's  income.  States  thought  this  practice  to  be  too  ad- 
ministratively difficult  to  implement.  As  Senator  B.  Everett  Jordan  commented 
in  March,  1969: 


24.  Charles  Murray,     Losing  Ground;  American     Social     Policy     1950-1980.  Basic 

Books,   Inc.,  New  York,  1984. 
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"It  is  our  feeling  that  the  states  believe  that  relating  a  cost  sharing 
device  to  every  recipient's  income  or  income  and  resources  would  gener- 
ate administrative  expenses  greater  than  any  anticipated  savings  and  is 
not  administratively  feasible. "(25) 

The  states'  lack  of  interest  in  cost  sharing  led  to  a  crucial  change  in  the 
1972  Amendments  to  the  Social  Security  Act.  The  requirement  that  all  cost  shar- 
ing charges  be  income-related  was  replaced  with  one  that  such  charges  be 
"nominal".  Nominal  was  not  defined  until  the  regulations  were  promulgated  in 
1974.  This  did  not  preclude  states  from  adopting  cost  sharing,  however.  Prior 
to  the  promulgation  of  regulations,  four  states  adopted  cost  sharing,  knowing 
full  well  that  the  cost  sharing  charges  would  likely  need  to  be  altered  in 
response  to  federal  regulations.  In  addition,  the  1982  TEFRA  legislation's  in- 
clusion of  mandatory  services  for  the  categorically  needy  and  targeted  exclu- 
sions of  eligible  subgroups  from  states'  cost  sharing  programs  were  cited  as 
factors  in  some  states'  adoption  and  expansion  of  their  Medicaid  cost  sharing 
programs. 


2.2     STATES  REJECTION  OF  COST  SHARING 

In  this  section,  we  will  review  both  the  states  that  have  considered  cost 
sharing  but  never  implemented  programs  and  states  that  implemented  cost  sharing 
but  later  discontinued  their  programs. 

A.       States  Deciding  Against  Implementing  Cost  Sharing 

Most  of  the  states  that  did  not  adopt  cost  sharing  considered  it  but 
rejected  it  at  various  stages  in  the  planning  process.  In  discussions  with 
state  Medicaid  officials,  we  found  that  a  few  states  actually  began  implementa- 
tion and  then  stopped  it,  retroactively .( 26)  Others  have  never  been  interested 
in  cost  sharing. 


25.  "Background  on  Cost-Sharing  and  Its  Use  in  Medicaid",  MPE  draft  working 
paper,   Syracuse  University,  1985. 

26.  National  Governor's  Association,  discussions  with  state  Medicaid  officials, 
September  1985  -  August  1986. 
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Reasons  for  non-adoption  were  varied.  Of  16  states  reviewed,  seven  cited 
TEFRA  provisions  as  the  major  reason  for  non-adoption.  Four  specifically  at- 
tributed rejection  of  cost  sharing  to  the  TEFRA  provision  that  no  provider  may 
deny  care  or  services  to  an  individual  because  of  his/her  inability  to  pay  the 
required  cost  sharing  charges.  In  one  case,  the  governor  vetoed  a  state  bill 
which  violated  this  provision.  In  another  state,  provider  pressure  led  to  the 
dropping  of  the  proposal.  In  a  third,  the  state  feared  provider  participation 
would  decrease  if  cost  sharing  were  adopted.  And  the  fourth  state  felt  that 
providers  might  not  be  able  to  collect  copayments  and  that  the  net  result  would 
be  merely  a  reduction  in  provider  fees,  which  was  not  their  intent.  The  remain- 
ing three  states  cited  the  TEFRA  exemptions  as  the  reason  for  rejecting  cost 
sharing.  According  to  one,  administration  of  a  cost  sharing  program  with  the 
exemptions  would  be  "a  nightmare". 

Other  reasons  given  for  rejecting  cost  sharing  included  public  opposition, 
rejection  by  the  state  legislature,  a  court  injunction  based  on  technical 
grounds,  and  HCFA's  denial  of  a  State  Plan  amendment.  One  state  staff  person 
said  his  agency  had  discussed  copayments  but,  in  his  words,  "copays  are  just  a 
nuisance  to  providers.  The  kinds  of  providers  we'd  want  to  have  in  a  copay 
program,  such  as  emergency  room  providers,  would  probably  find  it  more  cost- 
effective  to  forego  the  copay. " 

In  another  state,  the  legislature  mandated  a  copayment  on  a  particular 
service  but  the  agency  was  very  much  against  it  because  it  felt:  1)  the  maximum 
allowable  copayment  charge  was  too  low  to  act  as  a  disincentive  to  utilization, 
2)  the  copayment  would  penalize  those  who  needed  the  services  on  a  regular 
basis,  3)  the  service  was  a  tiny  fraction  of  the  budget  and  was  hardly  worth  the 
bother,  and  4)  there  were  already  adequate  controls,  such  as  prior- 
authorization,  on  over-utilization.  The  agency  was  able  to  get  the  copayment 
repealed  before  it  was  implemented. 

A  final  reason  for  rejecting  cost  sharing  given  by  two  states  was  an  issue 
of  inequity.  One  official  said  that  in  his  state  various  committees  had 
rejected  the  proposal  because  they  felt  it  was  unfair  to  the  poor.  Another  said 
that  the  feeling  in  his  agency  was  that  copayments  were  not     appropriate,  given 


19 


the  financial  status  of  recipients  and  the  fact  that  they  were  not  always  the 
decisionmakers  in  the  health  care  arena,  i.e.,  that  health  status  often  dictates 
health  service  utilization. 

B.       States  Implementing  and  Then  Discontinuing  Cost  Sharing 

While  most  states*  decisions  to  adopt  cost  sharing  have  been  driven  by 
economic  considerations,  several  decided  eventually  to  drop  cost  sharing  for  ad- 
ministrative reasons.  Seven  of  the  nine  states  to  drop  cost  sharing  did  so  in 
response  to  TEFRA  in  1982;  most  cited  increased  administrative  complexity  (e.g., 
TEFRA's  exclusion  of  specific  subgroups  of  recipients  and  services)  as  the  major 
reason.  Ohio  had  implemented  cost  sharing  on  most  optional  services  on  October 
1,  1982,  as  mandated  by  the  State  Legislature.  The  Legislature  then  rescinded 
the  program  18  days  later  as  a  result  of  the  TEFRA  changes. 

The  two  states  to  drop  their  cost  sharing  programs  prior  to  TEFRA  cited 
reasons  similar  to  those  of  states  deciding  against  implementation  of  cost  shar- 
ing. In  1972,  New  York  had  proposed  an  extensive  cost  sharing  component  to 
their  Medicaid  program  which  included  most  optional  services.  Soon  after  the 
program's  adoption,  though,  a  recipient  rights  group  secured  a  court  injunction 
against  cost  sharing.  Not  wanting  to  bear  the  cost  of  litigation,  New  York 
decided  against  implementation  of  cost  sharing.  New  Jersey  dropped  their  cost 
sharing  component  after  nearly  two  years  of  implementation.  The  program  had 
been  very  limited,  only  including  a  $.25  copayment  on  prescription  drugs. 

No  states  have  dropped  cost  sharing  since  1983.  State's  responses  to  cost 
sharing  do  not  seem  related  to  geographic  location,  size  of  state  Medicaid  ex- 
penditures, or  relative  generosity  as  indicated  by  the  state's  AFDC  payment 
standard.  Rather,  states  that  have  been  involved  in  cost  sharing  appear  to  be 
generally  representative  of  all  states  as  a  whole. 

2.3     PROGRAM  DESIGN 

State  programs  vary  in  terms  of  services  covered,  amount  of  copayraent(s) , 
recipients     included,     and    program    administration.      Most  of  our  discussion  of 
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design  is  limited  to  the  26  states  (including  the  District  of  Columbia)  that 
currently  impose  cost  sharing  on  their  Medicaid  recipients,  and  to  copayments, 
the  predominant  type  of  cost  sharing  in  Medicaid. 

A.       Service  Inclusion 

Federal  regulations  define  the  services  that  may  be  subject  to  cost 
sharing;  states  decide  which  of  the  federally  allowable  services  to  include.  As 
would  be  expected  from  the  legislative  history,  optional  services  are  more 
likely  to  be  part  of  a  state's  copayment  program  than  mandatory  services,  al- 
though there  is  an  increasing  emphasis  on  mandatory  services  now  that  copayments 
can  be  imposed  on  the  categorically  needy  as  well  for  these  services.  The  man- 
datory services  most  commonly  subject  to  cost  sharing  are  inpatient  and  out- 
patient hospital  and  physician  services.  The  remaining  mandatory  services  have 
seen  little  cost  sharing  activity.  Montana  added  a  copayment  on  rural  health 
clinic  services  and  South  Dakota  added  a  copayment  on  EPSDT  services  for 
recipients  18  to  21  years  of  age.  (TEFRA  prohibited  the  imposition  of  copayments 
on  children  up  to  age  18. ) 

All  of  the  states  to  adopt  cost  sharing  since  the  passage  of  TEFRA  have  in- 
cluded on  mandatory  services.  The  three  states  that  most  recently  adopted  cost 
sharing  implemented  comprehensive  programs,  including  a  range  of  nine  to  23  of 
the  services  covered  by  their  Medicaid  programs. 

Exhibit  2.3  shows  the  mandatory  and  optional  services  included  by  the  26 
state  cost  sharing  programs  in  operation  in  late  1985.  Eight  states  included 
only  one  service  but  the  number  of  services  ranged  to  a  high  of  21  (Wisconsin). 
Ten  of  the  26  states  included  10  or  more  services. 

Of  the  legislatively  allowable  services,  copayments  are  presently  levied  by 
at  least  one  or  more  states  on  all  but  one  service  —  Christian  Science  nursing. 
Christian  Science  nursing,  offered  in  only  five  states,  is  minimally  used  within 
those  states,  thus  negating  the  need  for  cost  sharing. 
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EXHIBIT  2.3 
FREQUENCY  OF  COST  SHARING,   BY  SERVICE 
(26  COST  SHARING  PROGRAMS) 


NUMBER 

SERVICE  OF  STATES 


MANDATORY 

Inpatient  11 

Outpatient  11 

Physician  11 

Rura I  Hea I th  C I  i  n  i  cs  5 

Non-Emergency  Services  in  Emergency  Room  4 

EPSDT  (18-20  year  olds)  2 

Home  Hea I th  2 

Outpatient  X-Ray  1 

OPTIONAL 

Prescr  i  bed  Drugs  22 

Optometrists  13 

Dental  12 

Eyeglasses  10 

Podiatrists  10 

Chiropractors  9 

Outpatient  Psychotherapy  9 

Prosthetics  (including  Dentures)  8 

Hear  I ng  A  i  ds  7 

Transpor tat  i on  6 

C I  i  n  i  cs  6 

Audio  logical  5 

Med  i  ca I  Supp I i  es  5 

Durable  Medical  Equipment  5 

Physical  and  Occupational  Therapy  5 

Speech,  Hearing,  Language  Therapy  5 

IMDs  2 

Surgical  Centers  2 


Pr  I  vate  Duty  Nurs I ng 
Medical  Day  Treatment 
Home  Dialysis 
Acupuncture 
Orthopedic  Shoes 
Menta  I  Hea I th  C I  i  n  i  cs 


SOURCE:     NATIONAL  GOVERNORS'   ASSOCIATION,  MEDICAID  COST 
SHARING  BY  STATE,   SEPTEMBER,  1985. 
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The  most  common  cost-shared  service  is  prescription  drugs.  It  was  the  sole 
cost-shared  service  in  54  percent  of  the  programs  among  the  35  states  with  cost 
sharing  experience,  and  was  included  in  85  percent  of  those  programs.  The 
reasons  given  by  the  nine  case  study  states  are  several.  Unlike  most  services, 
payment  for  prescription  drugs  occurs  prior  to  service  delivery,  making  collec- 
tion extremely  straightforward.  In  addition,  it  is  the  most  used  service,  1.23 
prescriptions  per  recipient  in  1980  compared  to  .11  inpatient  discharges  and  .59 
physician  visits,  and  the  fifth  most  expensive  service  (6  percent  of  total 
Medicaid  expenditures  nationally) . (27) 

There  appears  to  be  no  clear  relationship  between  expenditures  for  specific 
services  and  their  inclusion  in  or  exclusion  from  cost  sharing.  For  example, 
dental  services  are  the  second  most  commonly  cost-shared  service  (49  percent  of 
the  programs),  even  though  dental  expenditures  represent  only  one  percent  of  to- 
tal Medicaid  expenditures.  Inpatient  hospital  services  account  for  26  percent 
of  total  Medicaid  expenditures  but  are  only  included  in  11  cost  sharing 
programs . ( 28 ) 

Another  puzzlement,  at  first  glance,  is  the  states'  decision  not  to  impose 
cost  sharing  on  non-emergency  emergency  room  use,  a  costly  unnecessary  service. 
States  are  permitted,  with  a  waiver,  to  charge  twice  the  maximum  copayment 
amount  for  nonemergency  visits  to  an  emergency  room.  This  is  the  only  exception 
to  the  1972  Amendments  requiring  that  cost  sharing  charges  be  nominal.  Only  six 
states  have  chosen  to  impose  copayments  on  this  service  and  none  charge  double 
the  maximum  allowable  amount. 

The  limited  application  of  cost  sharing  on  non-emergency  use  of  emergency 
rooms  raises  some  questions,  particularly  in  light  of  recent  research.  A  recent 
study  found  that,  prior  to  cost  sharing,  persons  in  the  lower  third  of  the  in- 
come distribution  had  emergency  room  expenditures  64  percent  higher  than  persons 
in  the  upper  third  of  the  income  distribution  and  further,  that  the  lower  income 

27.  "Health  Care  Financing  Program  Statistics:  The  Medicare  and  Medicaid  Data 
Book",   1983,  HCFA,  April,  1984. 

28.  Medicaid  State  Tables  for  Fiscal  Year  1984,  op.cit. 
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group  received  a  greater  proportion  of  ambulatory  care,  care  that  could  be 
provided  in  less  expensive  settings,  in  the  emergency  room.  After  the  imposi- 
tion of  cost  sharing,  the  lower  income  group  with  no  cost  sharing  respon- 
sibilities visited  the  emergency  room  16  percent  more  often  than  those  with  min- 
imal cost  sharing  responsibilities.  In  addition,  the  persons  without  cost  shar- 
ing visited  the  emergency  room  three  times  as  often  for  less  serious  diagnoses 
than  for  serious  diagnoses.  It  was  concluded  that  the  absence  of  cost  sharing 
results  in  significantly  greater  inappropriate  emergency  department  use. (29) 

So  why  then  is  the  imposition  of  cost  sharing  on  non-emergency  use  of  emer- 
gency room  services  so  sparsely  applied  in  Medicaid?  Several  of  the  26  states 
with  cost  sharing  programs  cited  reluctance  to  initiate  the  waiver  request  as 
one  reason  for  their  decision  against  imposing  non-nominal  cost  sharing  on  non- 
emergency use  of  the  emergency  room.  They  also  cited  the  administrative  dif- 
ficulty of  imposing  any  cost  sharing  on  non-emergency  emergency  room  services. 
Unlike  most  cost  sharing,  inappropriate  use  of  an  emergency  room  is  difficult  to 
accommodate  in  the  claims  processing  system.  While  most  services  subject  to 
cost  sharing  have  specific  procedure  codes,  non-emergency  use  of  an  emergency 
room  does  not,  making  it  difficult  to  identify  on  a  claim.  In  some  instances, 
non-emergency  use  of  emergency  rooms  is  difficult  for  emergency  room  attendants 
to  assess.  In  addition,  many  states  report  that  they  have  other  policies  in  ef- 
fect for  controlling  emergency  room  utilization. 

The  reasons  behind  states'  decisions  on  which  services  to  include  in  their 
cost  sharing  programs  varies  from  state  to  state.  Some  states  imposed  cost 
sharing  on  all  permissible  services,  others  responded  to  providers'  needs  while 
still  others'  decisions  were  based  on  the  ease  with  which  data  processing 
changes  could  be  made.  None  of  the  states  reviewed  had  any  empirical  data  or 
conclusive  responses  as  to  why  particular  services  were  included  in  their  cost 
sharing  programs.  Eleven  states  increased  the  number  of  services  subject  to 
cost  sharing  after  starting  their  programs.  Among  states  not  increasing  the 
number  of  services,  the  most  frequently  cited  reason  was  administrative  costs  — 


29.  K.F.  O'Grady,  et  al.,  "The  Impact  of  Cost-Sharing  on  Emergency  Department 
Use",  October,  1985. 
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computer  system  changes,  provider  and  recipient  notices,  etc. 
B.       Copayment  Amounts 

There  have  been  legislative  limitations  on  copayment  charges  since  the  in- 
ception of  cost  sharing  in  Medicaid.  As  noted  earlier,  though,  it  was  not  until 
February,  1974,  in  regulations  implementing  1972  amendments,  that  dollar  amount 
maximums  were  specified.  In  February  1983,  HCFA  revised  the  maximums  as 
follows : 


States*  Payment  for  the  Service  Maximum  Copayment 

Noninstitutional  Care: 

$10  or  less  $  .50 

$10.01  to  $25  $  1.00 

$25.01  to  $50  $  2.00 

$50.01  or  more  $3.00 

or  a  standard  copayment  based  on  the  average  or  typical 
charge . 

Institutional  Care: 

50  percent  of  the  state  payment 
for  the  first  day  of  care  per 
admission. 

Copayment  charges  among  the  26  copayment  programs  do  not  exceed  the  $3.00 
maximum  on  noninstitutional  care.  Institutional  care  copayment  charges  are  as 
high  as  $75  per  stay.  Although  the  per  service  unit  charge  may  not  exceed 
$3.00,  a  recipient  may  have  many  unit  charges  under  one  service  category.  For 
example,  a  $3.00  copayment  on  inpatient  hospital  services  may  represent  a  $3.00 
charge  for  each  inpatient  day,  resulting  in  a  much  higher  total  copayment  charge 
for  the  hospital  stay. 

Although  federal  legislation  requires  that  copayments  be  nominal  (with  the 
exception  of  non-emergency  use  of  emergency  rooms),  frequent  users  of  services 
on  which  copayments  are  applied  may  be  making  more  than  nominal  payments  for 
their  health  care.  Only  five  states  have  chosen  to  put  a  limit  or  cap  on 
recipient  financial  liability;  and  these  vary  greatly  in  the  form  of  the  limit 
(see  Exhibit  2.4).       While  Colorado,  Montana,   and  Pennsylvania  set  limits  on  to- 
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EXHIBIT  2.4 
CEILINGS  ON  RECIPIENT 


LIABILITY 


STATE 

DATE 

CEILING  ON  RECIPIENT  LIABILITY 

COLORADO 

1985 

CEILING  OF  $60  PER   INDIVIDUAL  PER  CALENDAR  YEAR. 

MONTANA 

1983 

COST  SHARING  CAP  PER  FAMILY  (REGARDLESS  OF  FAMILY  SIZE) 

OF  5  PERCENT  OF  THE  MAXIMUM  YEARLY  AFDC  GRANT  FOR  ONE  ADULT 

AND  ONE  CHILD   IN  EFFECT  AT  THE  END  OF  THE  STATE  FISCAL  YEAR. 

1983 

INPATIENT  HOSPITAL  SERVICES:     $3/DAY,   NOT  TO 
EXCEED  $66.00  PER  ADMISSION. 

NORTH  CAROLINA 

1979 

INPATIENT  HOSPITAL  SERVICES:  NO  COPAYMENT  AFTER 
30  DAYS  OR  COPAYMENT  NOT  TO  EXCEED  50  PERCENT  OF  FIRST  DAY  S 
COST  (NO  LONGER   IN  EFFECT:  COPAYMENT  ON  HOSPITAL  SERVICES 
WAS  DROPPED   IN  1984) . 

PENNSYLVANIA 

1984 

CEILING  OF  $90  PER  RECIPIENT   IN  A  SIX  MONTH  PERIOD. 

1 984 

LIMIT  ON  COPAYMENT  OF  $21   PER  HOSPITAL  ADMISSION. 

WISCONSIN 

1983 

INPATIENT  HOSPITAL  AND    IMDS:   $3/DAY,   UP  TO  $75  PER  STAY. 

-4  O  O  O 

1  983 

PRESCRIBED  DRUGS:   $5  PER  CALENDAR  MONTH  FOR 
PRESCRIPTIONS  FILLED  AT  A  SINGLE  PHARMACY. 

1984 

PHYSICIAN  VISITS:   NO  COPAYMENT  AFTER  FIRST  SIX  VISITS  TO  A 
SINGLE  PHYSICIAN   IN  A  CALENDAR  YEAR. 

1984 

OUTPATIENT  PSYCHOTHERAPY:     NO  COPAYMENT  FOR  SERVICES  ABOVE 
15  HOURS  OR  $500  OF  EQUIVALENT  CARE  PER  CALENDAR  YEAR. 
(SERVICES  UNDER  THESE  LIMITS  ARE  PRIOR  AUTHORIZED.) 

1984 

PHYSICAL  THERAPY,  OCCUPATIONAL  THERAPY,   SPEECH  AND  HEARING 
THERAPY:     NO  COPAYMENT  AFTER  30  HOURS  OR  $1,500  OF 
EQUIVALENT  CARE  PER  CALENDAR  YEAR. 

SOURCE:     NATIONAL  GOVERNORS'   ASSOCIATION,    "MEDICAID  COST  SHARING  BY  STATE", 
SEPTEMBER,  1985. 


tal  individual  liability  for  all  services,  North  Carolina  and  Wisconsin  favor 
limits  on  total  liability  on  a  service-by-service  basis. 

Two  states  instituted  limits  on  recipient  liability  in  response  to  problems 
that  arose  after  cost  sharing  implementation.  In  response  to  a  recipients' 
rights  group,  North  Carolina  set  a  limit  on  copayment  charges  for  inpatient 
hospital  charges.  Wisconsin  imposed  four  different  caps.  The  limit  on 
prescription  drug  copayments  per  calendar  month  per  pharmacy  was  introduced  in 
Wisconsin  to  protect  pharmacists  against  losses.  The  pharmacists  had  reported 
difficulty  in  collecting  copayments  and  a  resulting  financial  burden  because  of 
the  automatic  deduction  in  their  reimbursement,  regardless  of  their  ability  to 
collect     the     copayment.  In    addition,       a    cap    was     placed     on  outpatient 

psychotherapy,  physical  therapy,  and  speech  and  hearing  therapy.  These  services 
were  selected  because  of  their  prescriptive  nature;  recipients  continue  to  use 
these  services  upon  the  recommendation  of  their  provider  rather  than  on  their 
own  initiative.  Most  states,  though,  have  not  limited  the  financial  risk  of 
recipients  or  providers  through  the  imposition  of  limits.  Administrative  com- 
plexity is  the  most  commonly  cited  reason  that  more  states  do  not  implement  this 
recipient  safeguard. 

C.       Recipient  Group  Inclusion 

Federal  cost  sharing  has  usually  required  the  exclusion  of  certain 
recipient  groups,  but  these  have  changed  over  time.  The  only  distinction  in 
recipient  groups  addressed  in  the  Social  Security  Act  was  the  comparability 
provision,  which  is  still  part  of  current  legislation.  The  provision  states  that 
if  cost  sharing  is  imposed  on  the  categorically  needy,  it  must  be  imposed  on  the 
medically  needy  in  an  equal  or  greater  amount.  Other  than  the  ability  to  ex- 
clude additional  groups,  the  states  have  little  flexibility  in  this  area.  Wis- 
consin was  the  only  state  to  exempt  additional  categories  of  eligibles  but  with 
the  passage  of  TEFRA,  Wisconsin's  added  exemptions  became  a  standard  requirement 
for  all  states. 


25 


\ 


D.  Administration 


Administrative  difficulty  and  costs  are  the  most  commonly  cited  barrier  to 
states'  adoption  of  cost  sharing.  Some  states  have  estimated  that  administra- 
tive costs  would  exceed  the  savings  from  decreased  Medicaid  expenditures,  but 
few  states  have  actually  assessed  the  costs.  In  Wisconsin,  for  example,  cost 
sharing  was  rejected  in  1975  and  1977  because  the  state  assumed  that  administra- 
tive costs  would  cancel  out  program  savings.  (No  formal  assessment  of  likely 
start-up  and  on-going  costs  was  completed. ) 

The  nine  case  study  states  report  that  the  most  difficult  administrative 
problem  is  claim  processing  changes.  States  must  define  the  services  and 
recipients  subject  to  cost  sharing  and  reprogram  the  claims  processing  and 
recipient  identification  (medical  assistance  card)  systems.  The  states  with 
limits  on  recipient  liability,  such  as  Wisconsin  and  Colorado,  had  even  more 
difficulty  adapting  their  claims  processing  systems.  Wisconsin's  fiscal  inter- 
mediary reported  that,  although  they  do  not  have  records  of  the  cost  of  develop- 
ing and  implementing  the  cost  sharing  change  in  the  computer  system  (since  many 
other  systems  changes  occurred  at  the  same  time),  the  cost  sharing  changes  were 
much  more  difficult  than  the  other  system  changes  requested  by  Medicaid. 

The  most  difficult  claims  processing  changes  were  those  required  by  TEFRA. 
The  pre-TEFRA  exemptions,  although  cumbersome,  were  more  straightforward  in 
terms  of  edits  in  the  claims  processing  system  —  identifying  only  categorically 
versus  medically  needy  eligibles  and  mandatory  versus  optional  services.  With 
TEFRA,  however,  states  first  had  to  develop  definitions  for  the  exemptions  and 
then  program  them  into  the  computer  system.  For  example,  recipients'  age  was 
not  typically  found  on  medical  assistance  cards.  With  TEFRA's  exclusion  of 
children  from  cost  sharing  charges,  states  had  to  develop  the  means  by  which 
providers  could  identify  those  exempt  and  not  exempt  from  cost  sharing  that 
would  be  sensitive  to  changes  in  age.  The  exemption  of  pregnant  women  or 
pregnancy-related  services  was  reportedly  the  most  difficult  to  administer. 

Similar  problems  have  surfaced  with  defining  the  emergency  services  exemp- 
tion and,     to  a  lesser  degree,     the     family    planning     exemption.  Physicians' 
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providing  family  planning  services  (a  service  exempt  from  cost  sharing)  but 
billing  under  the  more  general  category  of  physician  services,  an  allowable 
copayment  service,  may  result  in  copayments  being  charged  to  recipients  and 
being  deducted  from  provider  reimbursement.  In  addition,  the  lack  of  timeliness 
with  regard  to  systems  identification  of  changes  in  recipient  status  has  led  to 
inaccurate  charges  and  confusion  about  the  HMO  exemption  and,  to  a  lesser 
degree,   the  exemption  of  children  and  institutionalized  individuals. 

The  second  most  difficult  administrative  problem  concerned  provider  par- 
ticipation in  cost  sharing.  Four  of  the  nine  states  in  the  case  study  sample 
sought  cooperation  from  Medicaid  providers  prior  to  the  implementation  of  cost 
sharing,  with  beneficial  results.  For  example,  in  Wisconsin,  the  Medical 
Society  was  able  to  avert  some  potential  problems  by  encouraging  Medicaid  to 
soften  its  stance  on  providers  being  required  to  collect  copayments.  Although 
the  level  of  initial  involvement  varied  by  state,  providers  in  all  nine  states 
were  sent  bulletins  explaining  the  cost  sharing  program,  particularly  provider 
responsibilities . 

Prior  to  TEFRA,  dissemination  of  this  information  was  much  easier.  In 
states  with  medically  needy  programs,  cards  for  the  medically  needy  and 
categorically  needy  differed.  Providers  of  services  on  which  copayments  were 
charged  were  sent  provider  bulletins  notifying  them  of  the  cost  sharing  charges. 
Providers  of  mandatory  services  then  could  identify  medically  needy  recipients 
by  their  medical  assistance  card  and  charge  them  the  copayments;  providers  of 
optional  services  simply  charged  all  Medicaid  recipients  the  copayment. 

After  the  passage  of  TEFRA,  however,  identification  of  exempted  recipients 
and  services  became  much  more  difficult.  Of  the  nine  programs  in  the  case 
study,  only  three  —  Kansas,  Nevada  and  Wisconsin  —  clearly  identified  exempt 
recipients  (children  and  institutionalized  individuals)  on  their  medical  assis- 
tance cards.  The  remaining  six  states  relied  on  the  provider  to  identify  the 
exempt  recipients. 

None  of  the  nine  states  monitored  providers  to  determine  whether  copayments 
were  actually  collected  and  collected  from  the  appropriate  recipient  groups.  In 
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the  three  states  we  visited,  sanctions  against  providers  who  did  not  collect 
copayraents  were  nonexistent.  Only  two  of  the  nine  states  had  considered 
provider  sanctions  and  none  had  actually  implemented  such  sanctions.  Those 
states  raised  the  possibility  of  terminating  non-compliant  providers  from  the 
Medicaid  program  (one  of  these  states  has  since  dropped  copayments).  Most 
states  reported  that  simply  "having  a  talk"  with  non-compliant  providers  has 
been  tried  and  found  effective. 

According  to  anecdotal  evidence,  most  providers  in  Nevada  and  North 
Carolina  collect  copayments,  partly  because  of  their  strong  belief  in  the  con- 
cept. In  contrast,  providers  in  Wisconsin  "attempt"  but  do  not  necessarily  col- 
lect copayments  —  in  part,  because  providers  do  not  feel  Medicaid  recipients 
should  be  subject  to  additional  financial  responsibility.  Some  providers 
neglect  to  collect  copayments  because  the  expense  of  pursuing  negligent 
recipients  exceeds  the  cost  of  the  nominal  copayments.  Further,  in  some  in- 
stances, providers  waive  copayments  in  an  attempt  to  solicit  business.  Retail 
pharmacies  in  Nevada  and  other  states  complained  that  competitors,  particularly 
large  chains,  were  not  charging  copayments  in  full  in  order  to  attract  Medicaid 
customers.     (In  some  states,   this  practice  has  been  forbidden.) 

With  the  exception  of  Arizona,  which  is  under  a  waiver,  all  26  cost  sharing 
states  remit  the  reimbursement  payment  minus  the  copayment  amount  regardless  of 
whether  or  not  the  provider  collects  the  copayment.  Providers  who  do  not  wish 
to  absorb  the  cost  of  uncollected  copayments,  either  for  philosophical  and/or 
financial  reasons,  generally  find  the  enactment  of  TEFRA  Section  1916(c) 
controversial : 

(c)  The  State  plan  shall  require  that  no  provider  participating  under 
the  State  plan  may  deny  care  or  services  to  an  individual  eligible  for 
such  care  or  services  under  the  plan  on  account  of  such  individual's 
inability  to  pay  a  deduction,  cost  sharing,  or  similar  charge.  The 
requirements  of  this  subparagraph  shall  not  extinguish  the  liability  of 
the  individual  to  whom  the  care  or  services  were  furnished  for  payment 
of  the  deduction,  cost  sharing  or  similar  charge. 

Some  providers  believe  that  the  enactment  of  this  provision  will  result  in  a 
greater  financial  burden.  Pharmacists  in  several  of  the  nine  case  study  states 
complained  about  recipients  who  declined  to  pay  copayments  and  then  purchased 
other     items.         Some     pharmacists  believe  that  it  would  be  more  prudent  to  ter- 
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minate  their  association  with  the  Medicaid  program  should  their  state  aggres- 
sively enforce  this  TEFRA  provision.       The  provision  has.     in  effect.     created  a 

conflict  between  the  recipient's  right  to  receive  health  care.  as  guaranteed  by 

law.  and  the  provider's  right  to  be  reimbursed  at  the  Medicaid  rate  for  the 
provision  of  services  to  recipients. 

Of  the  nine  states  in  the  case  study  review,  Wisconsin  was  the  only  one  to 
establish  recipient  safeguards  against  improper  or  excessive  charging.  All  the 
other  states  educate  recipients  through  bulletins,  announcing  the  state's  new 
cost  sharing  program  or  changes  in  the  existing  program.  Wisconsin  sends 
recipients  monthly  notices,  along  with  their  Medicaid  cards,  describing  the  cost 
sharing  amounts  for  each  service  that  were  deducted  from  the  provider's  payment. 
Recipients  can  then  compare  those  cost  sharing  amounts  against  those  they  have 
paid  to  providers.  Should  the  recipient  find  that  they  paid  more  cost  sharing 
charges  than  were  deducted  from  Medicaid's  payment  to  the  provider,  they  may 
seek  recoupment  from  the  provider  with  the  help  of  the  Medicaid  agency. 

The  third  most  administratively  taxing  aspect  of  starting  and  maintaining  a 
cost  sharing  program  is  recipient  participation.  All  of  the  nine  states 
reported  employing  similar  methods  to  introduce  cost  sharing  to  Medicaid 
recipients.  Once  the  programs  had  been  approved  by  the  state  legislatures, 
recipient  bulletins  were  sent  to  recipients  explaining  the  cost  sharing  program. 
The  program  was  also  explained  orally  at  the  time  of  eligibility  determination 
or  redetermination.  Any  changes  in  the  cost  sharing  program  were  also  included 
in  bulletins  mailed  to  all  recipients,  with  follow-up  explanations  at  redeter- 
mination. 

States  reported  that  orientation  to  cost  sharing  for  new  eligibles  was  done 
both  orally  and  in  writing.  During  the  eligibility  determinations  we  observed 
in  the  three  site  visit  states,  however,  no  mention  of  cost  sharing  (and  only  a 
passing  word  on  the  Medicaid  program  as  a  whole)  was  made  by  the  caseworkers. 
Eligibles  were  given  a  brochure  explaining  the  benefits  and  limitations  of  the 
Medicaid  program.  In  the  brochure  was  a  brief  explanation  of  cost  sharing.  The 
recipient  was  free  to  ask  the  caseworker  questions  after  reading  through  the 
materials.       This  lack  of  information  on  cost  sharing  has  led  to  confusion  among 
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recipients.  Providers  in  the  nine  case  study  states  reported  that  newly 
eligible  Medicaid  recipients  did  not  know  they  had  cost  sharing  responsibilities 
and  often  would  not  have  the  copayment  with  them  or  would  refuse  to  pay  it  be- 
cause they  did  not  believe  it  was  their  responsibility. 
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CHAPTER  3 
EFFECTS  OF  COST  SHARING 


In  the  three  sections  of  this  chapter,  we  report  our  assessment  of  the  im- 
pact of  Medicaid  cost  sharing,  specifically  copayments,  on  Medicaid  expenditures 
and  administration,  recipients,  and  providers. 

3 . 1     THE  SHORT-TERM  EFFECTS  OF  COST  SHARING  ON  MEDICAID  EXPENDITURES 

Medicaid  copayments  are  expected  to  contain  expenditures  in  two  ways  —  (1) 
by  shifting  service  costs  to  recipients,  thus  lowering  provider  reimbursement 
payments  made  by  Medicaid  and,  (2)  by  lowering  service  utilization  as  a  result 
of  heightened  recipient  awareness  of  health  care  costs.  In  all  the  current 
programs  except  Arizona's,  which  is  under  a  demonstration  waiver,  payments  to 
providers  for  the  services  subject  to  cost  sharing  are  reduced  by  the  amount  of 
the  copayment.  This  cost  shifting  to  recipients,  a  de  facto  rate  decrease, 
produces  immediate  savings  for  Medicaid.  As  has  been  demonstrated  in  the 
private  sector,  most  states  also  believe  that  cost  sharing  under  Medicaid  will 
decrease  recipients'   inappropriate  service  utilization. 

Although  the  effects  of  cost  sharing  on  expenditures  were  investigated  in 
the  nine  case  study  states,  any  conclusions  are  very  limited.  First,  the  data 
available  from  the  states  was  limited.  Many  states  reported  that  financing 
reimbursement  for  health  care  services  and  administrative  costs  left  little  room 
for  data  collection  and  evaluation  of  their  relatively  small  cost  sharing 
programs.  Second,  the  situation  was  complicated  by  the  implementation  of  other 
cost  containment  initiatives  in  the  same  period  as  cost  sharing  implementation. 
Eight  of  the  nine  states  implemented  other  cost  containment  initiatives  at  the 
same  time  they  initiated  cost  sharing  and  all  of  the  states  that  added  services 
subject  to  cost  sharing  implemented  other  cost  containment  initiatives  at  the 
same  time  as  well.  For  example,  Nevada  and  Wisconsin  instituted  utilization 
controls  on  physician  and  prescription  drug  services  at  the  same  time  copayments 
were  initially  imposed  on  the  same  services.  Nevada  later  instituted  a  prior 
authorization    requirement     on  most  services  in  conjunction  with  the  addition  of 
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many  services  to  their  cost  sharing  program.  As  a  result,  the  savings  from 
reduced  utilization  cannot  necessarily  be  attributed  directly  to  cost  sharing. 
The  assessment  of  cost-shifting  is  unaffected  by  these  other  initiatives  but 
they  do  complicate  the  assessment  of  utilization  change  attributable  to  copay- 
ments. 

A.       Savings  Due  to  Shifting  Cost  to  Recipients 

The  measurement  difficulties  notwithstanding,  it  is  clear  that  the  majority 
of  the  short-term  savings  result  from  reduced  reimbursement  payments  as  opposed 
to  reduced  utilization.  These  savings  are  relatively  easy  to  assess  because 
they  are  based  on  claims  submitted.  Some  states  reported  that  savings  were  not 
calculated  because  they  saw  no  reason  to  use  scarce  resources  to  assess  savings 
that  were  assured.  As  shown  in  Exhibit  3.1,  the  savings  from  cost  shifting  in 
seven  of  the  nine  case  study  states  with  available  data  ranged  from  a  high  of 
1.0  percent  of  total  state  Medicaid  expenditures  to  a  low  of  .1  percent,  with 
all  but  Kansas  at  .5  percent  or  below. 

Comparing  the  per  recipient  savings  helps  to  put  these  total  Medicaid  ex- 
penditure savings  in  perspective.  Savings  per  recipient  were  highest  in  Kansas, 
at  $15.81  in  1984;  they  were  lowest  in  Maine,  at  $2.46  in  1984. 

As  the  right-hand  columns  in  Exhibit  3.1  illustrate,  the  amount  of  the 
savings  from  cost  shifting  is  related  to  the  frequency  of  utilization,  the 
amount  of  the  copayments,  and  the  number  of  services  covered.  Prescription  drug 
services  consistently  produced  the  greatest  savings  from  cost  shifting,  ranging 
from  80  percent  of  the  total  savings  in  Michigan  (with  copayments  on  six 
services),  to  28  percent  in  Kansas  (with  copayments  on  10  services).  The 
pronounced  effects  of  copayments  on  prescription  drug  services  stems  from  the 
high  utilization  rates  for  that  service.  More  than  twice  as  many  prescription 
drug  claims  were  submitted  than  any  other  Medicaid  service.  Even  though  the 
amount  of  the  cost  sharing  per  claim  was  low,  $.50  to  $1.00,  the  number  of 
claims  was  high  enough  to  produce  substantial  savings. 
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The  copayment  amount  was  also  an  important  factor  in  the  amount  of  savings. 
Kansas,  which  had  the  greatest  savings  per  recipient,  had  high  copayments  —  $25 
on  the  service  producing  its  second  highest  savings  from  cost  shifting,  in- 
patient hospital  admissions.  Maine,  on  the  other  hand,  realizing  the  least 
savings  per  recipient,  imposed  only  a  minimal  copayment,  $.50,  on  one  service. 
In  Wisconsin,  although  21  services  were  subject  to  copayments  and  relatively  few 
claims  for  transportation  services  were  submitted,  the  relatively  high  amount  of 
the  transportation  copayment,  up  to  $3.00  per  claim,  as  compared  with  the  typi- 
cal copayment  of  $1.00,  produced  25  percent  of  the  savings  resulting  from  cost 
shifting. 

B.       Savings  Due  to  Reduced  Recipient  Utilization 

As  noted,  savings  associated  with  changes  in  recipient  utilization  of  serv- 
ices subject  to  cost  sharing  cannot  be  estimated  with  any  confidence,  due  to  the 
concurrent  implementation  of  other  cost  containment  initiatives  in  most  of  the 
nine  states.  What  information  there  is,  however,  does  not  suggest  that  cost 
sharing  has  much  of  an  impact  on  recipient  utilization  of  Medicaid  services. 

The  best  data  are  on  the  effect  of  copayments  on  use  of  prescription  drug 
services.  As  shown  in  Exhibit  3.2,  in  six  states  prescription  drug  utilization 
consistently  declined  during  the  year  cost  sharing  was  implemented.  In  both  of 
the  two  states  with  data,  prescription  drug  use  increased  for  the  year  following 
cost  sharing  implementation,  but  only  slightly.  This  pattern  also  seems  to  ex- 
ist for  other  services.  For  example,  in  Kansas  and  North  Carolina,  where 
utilization  data  were  tracked  before  and  after  the  implementation  of  copayments, 
initial  declines  and  subsequent  increases  were  found  in  the  use  of  physician, 
inpatient,  dental,  and  chiropractic  services.  This  corroborates  previous  re- 
search which  found  an  increase  in  utilization  after  an  initial  decrease  brought 
on  by  the  implementation  of  cost  sharing. (30) 


30.  J.D.  Hantcin,  D.  Steinwacks,  and  C.  Ellces,     "The  Impact  on  Utilization  of  a 
Copayment     Increase     for  Ambulatory  Psychiatric  Care",     Medical  Care  18:807-815,' 
1980. 
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EXHIBIT  3.2 
PERCENTAGE  CHANGE   IN  PRESCRIPTION 
DRUG  UTILIZATION 


%  CHANGE   IN  SERVICE  UNITS  PER  RECIPIENT 


1   YEAR  PRIOR  TO  YEAR  COST  SHARING  1   YEAR  POST- 

STATE  COST  SHARING  WAS   IMPLEMENTED  COST  SHARING 


NEW  MEXICO 
KANSAS 
W I  SCONS  IN 
NEBRASKA 
NORTH  CAROLINA 
MISSOUR  I 


-5% 

+3% 
+24% 


-4% 
-8% 
-18% 
-23% 
-17% 
-18% 


+  1% 


+  1% 


The  nine  case  study  states  reported  no  shifts  in  use  among  services  —  that 
is,  no  increase  in  non-cost-shared  services  due  to  decreases  in  other,  cost- 
shared  services.  However,  such  perceptions  cannot  be  taken  as  very  good 
evidence  even  of  short-term  patterns  and  certainly  cannot  be  interpreted  as  im- 
plying anything  about  the  longer  term. 

Two  states,  Wisconsin  and  North  Carolina,  undertook  analyses  that  provide 
some  evidence  on  cost  sharing' s  savings  through  reduced  service  utilization.  In 
1983,  Wisconsin's  Department  of  Health  and  Social  Services  completed  a  study  of 
the  impact  of  cost  sharing  on  recipient  utilization  among  both  high  and  average 
users  of  Medicaid  services.  Three  cost-shared  services  were  compared  with  one 
non-cost-shared  service. (31)  Although  other  cost  containment  initiatives  were 
instituted  on  all  four  services  at  the  same  time  as  cost  sharing,  utilization  of 
each  of  the  four  services  was  affected  by  these  other  initiatives  in  specific 
ways  which  could  be  observed.  Thus,  the  effect  of  cost  sharing  could  be  iso- 
lated. Utilization  reduction  occurred  in  all  four  services.  but  the  reduction 
for  cost-shared  services  was  twice  as  large  as  that  for  the  non-cost-shared 
service .  All  recipients  reduced  their  utilization,  but  high  users  decreased  use 
by  almost  twice  as  much  as  the  average  users: 


Non-Cost-Shared  Service  Cost  Shared  Services 

Average  Users  -  8%  -16% 

High  Users  -15%  -28%. 

North  Carolina's  findings  were  somewhat  different.  In  that  state,  copay- 
ments,  the  only  cost  containment  initiative,  were  established  for  the  medically 
needy  on  physician  and  inpatient  hospital  services  and  for  both  the  categori- 
cally and  medically  needy  on  dental  services.  Use  of  physician,  inpatient 
hospital,  and  dental  services  was  then  reviewed.  The  results  of  the  second-year 
analysis  of  physician  and  inpatient  utilization  showed  a  significant  decrease 
for  the  medically  needy  (those  subject  to  copayraents)  while  categorically  needy 
utilization  (those  exempt  from  copayments)   increased.     In  contrast,  dental  serv- 

31.  "Preliminary  Findings  of  a  Review  of  the  Medicaid  Copayment  Policy",  Divi- 
sion of  Policy  and  Budget,  Wisconsin  Department  of  Health  and  Social  Services, 
March,  1983. 
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ices,  subject  to  cost  sharing  among  both  the  categorically  and  the  medically 
needy,  inexplicably  showed  a  marked  increase  in  utilization,  56  percent  in  one 
year. 

Other  specific  findings  reported  by  the  states  were  also  contradictory.  A 
dollar  copayment  on  physician  services  was  associated  with  a  3  percent  increase 
in  utilization  in  Kansas  and  a  5  percent  decrease  in  North  Carolina.  A  dollar 
copayment  on  dental  services  was  associated  with  an  8  percent  decrease  in 
utilization  in  Wisconsin,  while  a  $3.00  copayment  was  associated  with  a  25  per- 
cent increase  in  dental  use  in  North  Carolina. 

3.2     THE  EFFECTS  OF  COST  SHARING  ON  MEDICAID  ADMINISTRATIVE  COSTS 

Administrative  costs  include  three  components:  personnel,  operations 
(primarily  computer  programming  and  servicing),  and  mailing  charges  for 
notifications  sent  to  recipients  and  providers.  Total  administrative  costs  for 
states'  cost  sharing  programs  represented  0.01  to  0.1  percent  of  total  Medicaid 
expenditures  according  to  Medicaid  administrators  in  the  nine  states  reviewed. 

Each  of  the  nine  states  reported  that  start-up  administrative  costs  were 
expensive  compared  to  continuing  administrative  costs,  yet  few  states  were  aware 
of  the  actual  start-up  or  ongoing  costs.  In  the  three  states  where  start-up 
costs  were  reported,  they  ranged  from  a  high  of  $148,400  in  North  Carolina  to  a 
low  of  $30,000  in  Iowa.  Nevada  spent  $3.55  per  recipient,  North  Carolina  $0.44, 
and  Iowa  spent  $0.17  per  recipient  on  administrative  costs.  This  range  of  ad- 
ministrative cost  per  recipient  reflects,  in  part,  the  number  of  copayment  serv- 
ices (11  in  Nevada,  12  in  North  Carolina  and  seven  in  Iowa)  and  the  number  of 
Medicaid  recipients  (similar  systems  changes  for  1,000  or  100,000  recipients). 

Computer  system  changes  were  reported  by  all  nine  states  as  the  most  costly 
component  of  copayment  program  start-up.  Procedures  to  assure  that  appropriate 
recipients  and  services  are  involved  and  that  copayment  charges  are  correct  must 
be  programmed  into  the  claims  processing  system.  According  to  the  states  we 
reviewed,  programming  changes  were  necessary  at  many  points  in  the  computer  sys- 
tem.      One  state  found  the  TEFRA  requirements  so  costly  that  they  have  not  com- 


35 


I 


plied  with  all  the  mandated  changes;  and  if  they  were  forced  to  comply,  they 
would  drop  their  cost  sharing  program  rather  than  bear  the  computer  system 
change  costs  of  achieving  full  compliance. 

States  reported  minimal  administrative  costs  for  ongoing  maintenance  of 
their  cost  sharing  programs;  however,  when  changes  in  services  or  recipient 
groups  affected  by  cost  sharing,  such  as  TEFRA  required  changes,  costs  were  at 
similar  levels  to  those  incurred  at  the  initial  implementation  of  cost  sharing. 
With  the  exception  of  North  Carolina,  the  case  study  states  did  not  account  for 
the  computer  time  required  for  routine  operation  —  such  as  deducting  the  copay- 
ment  and  monitoring  exemptions  —  or  the  cost  of  personnel  to  monitor  the  sys- 
tem.    North  Carolina  estimated  ongoing  administrative  costs  at  $2,000  annually. 

3.3.   THE  EFFECTS  OF  COST  SHARING  ON  RECIPIENTS 

The  desired  effect  of  copayments  on  recipients  is  to  lower  their  unneces- 
sary use  of  medical  services,  but  not  at  the  expense  of  health  care  quality  and 
health  status.  As  noted,  some  studies  suggest  that  cost  sharing  does  decrease 
utilization,  but  may  also  have  some  negative  consequences  for  recipients' 
health. 

The  nine  case  study  states  could  offer  little  evidence  to  support  or  refute 
the  hypothesis  that,  where  cost  sharing  does  reduce  utilization,  it  leads  to  use 
of  more  costly  services.  There  was  little  within-year  shifting  of  utilization, 
but  shifting  over  the  long-term  was  not  assessed. 

Findings  from  Wisconsin's  cost  sharing  study  cited  earlier  suggest 
decreases  in  service  use  that  could  portend  negative  effects  on  health  status. 
Two  years  of  utilization  history,  pre-  and  post-cost  sharing,  were  reviewed  for 
services  determined  to  be  appropriate  to  the  maintenance  of  good  health  (e.g., 
physician  exams,  dental  exams).  There  was  a  24  percent  decline  in  utilization  of 
those  services  among  average  users  (although  no  change  among  high  users)  and 
only  a  7  percent  decline  in  the  use  of  secondary  services  such  as  dental  fill- 
ings and  selected  prescription  drugs.  Utilization  of  services  not  subject  to 
copayments    declined    8    percent.        Whether  decreased  utilization  of  preventive 
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services  will  lead  to  an  eventual  decline  in  health  status  of  Medicaid 
recipients  remains  to  be  seen,  however. 

A  commonly  cited  inequity  in  current  cost  sharing  policy  is  the  dispropor- 
tionate financial  burden  placed  on  the  noninstitutionalized  disabled  and  aged 
recipients  under  cost  sharing  programs.  In  a  position  paper  on  recipient  cost 
sharing,  Washington's  Division  of  Medical  Assistance  recommended  rejection  of 
cost  sharing  on  this  basis: 

In  our  view,  copayments  are  neither  a  fair  nor  effective  way  to  con- 
strain Medical  Assistance  expenditures.  Copayments  are  a  regressive 
means  of  funding  the  Medicaid  program  because  the  people  who  require 
more  care  on  the  average,  such  as  elderly  people,  chronically  ill 
people,  or  disabled  people,  would  have  to  spend  a  much  higher  propor- 
tion of  their  funds  than  younger  or  more  healthy  people.  TEFRA  in- 
creases this  tendency  by  excluding  children  from  the  possibility  of 
copayment  requirements . (32) 

Generally.  the  disabled  and  the  aged  are  higher  service  users  than  other 
populations.  but  their  higher  rate  does  not  necessarily  indicate  a  pattern  of 
excessive  or  unnecessary  service  use.  They  typically  require  more  medical  care. 
The  underlying  premise  of  cost  sharing  is  to  promote  cost-conscious  behavior  by 
consumers,  thereby  cutting  unnecessary  utilization.  Some  providers  and  Medicaid 
officials  in  the  nine  case  study  states  believe  that  the  disproportionate  burden 
of  cost  sharing  on  the  aged  and  disabled  should  be  relieved  since  it  is  not  con- 
sistent with  the  legislative  intent  of  cost  sharing.  These  recipients,  although 
high  users  of  services,  are  typically  not  inappropriate  users  of  services.  Cost 
sharing  legislation  does  not  allow  for  exemptions  other  than  those  specified  in 
federal  regulations,  though. 

3.4.   THE  EFFECTS  OF  COST  SHARING  ON  PROVIDERS 
A.       Provider  Participation  in  Medicaid 

One  crucial  question  in  assessing  the  effects  of  copayments  on  providers  is 


32.  "Position  Paper:  Recipient  Cost  Sharing  for  Medical  Services",  State  of 
Washington,  Division  of  Medical  Assistance,  October  26,  1982. 
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whether  it  has  led  to  a  decrease  in  their  participation  in  Medicaid.  The  nine 
case  study  states  reported  no  decline  in  providers  enrolled  in  Medicaid  as  a 
result  of  cost  sharing.  However,  this  finding  may  be  deceiving  because 
providers  can  be  enrolled  in  Medicaid,  yet  not  serve  any  Medicaid  recipients. 
The  same  Wisconsin  study  of  Medicaid  copayments  found  that  six-raonth  averages 
for  provider  enrollment  before  and  after  cost  sharing  implementation  showed  a  17 
percent  increase  in  providers  delivering  cost-shared  services.  When  actual 
services  rendered  per  physician  was  measured  for  the  same  period,  however,  the 
number  of  providers  rendering  any  service  declined  an  average  of  18  percent  per 
service  with  copayments.  Of  the  ten  provider  types  subject  to  cost  sharing  in 
Wisconsin,  providers  of  transportation  services  was  the  only  group  not  to  show  a 
decline  in  services  rendered.  The  Wisconsin  findings,  however,  can  only  sug- 
gest a  possible  effect  on  provider  participation  (i.e.,  that  some  Medicaid 
providers  render  fewer  services  after  cost  sharing  is  instituted).  Other  fac- 
tors, like  a  change  in  the  number  of  providers  available  to  meet  the  service 
need,  or  less  recipient  demand  for  services  due  to  the  deterrent  effect  of 
copayments,  could  easily  explain  the  same  observation.  Definitive  knowledge 
must  await  more  rigorous  statistical  analysis. 

B.       Provider  Attitudes  Toward  and  Compliance  With  Medicaid 
Cost  Sharing  Policy 

Interview  responses  concerning  attitudes  toward  cost  sharing  among  dif- 
ferent types  of  providers  varied  in  the  nine  case  study  states.  Pharmacists 
and,  to  a  lesser  degree,  dentists,  were  reported  to  be  the  most  enthusiastic 
supporters  of  cost  sharing.  A  possible  explanation  may  be  the  relative  ease 
with  which  both  groups  can  collect  copayments.  Providers  who  are  more  likely  to 
have  to  wait  for  receipt  of  copayments  were  typically  less  positive  in  their 
response  to  the  implementation  of  cost  sharing. 

There  appeared  (based  on  the  interviews)  to  be  a  clear  division  between  in- 
stitutional and  non-institutional  providers  regarding  the  collection  of  copay- 
ments. Institutional  providers,  like  hospitals,  were  less  apt  to  collect  copay- 
ments from  recipients.  One  reason  may  be  hospital  procedures,  which  include 
billing  clients  after  the  date  of  service,  have  higher  administrative  costs  as- 
sociated with  later  billing.     Hospitals  reported  that  the  cost  of  processing  one 
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bill  ranged  from  $2  to  $5,  and  most  copayments  were  less  than  the  cost  of  gener- 
ating the  bill.  Given  the  fact  that  less  than  one-third  of  recipients  responded 
to  an  initial  billing,  the  subsequent  collection  costs  further  reduced 
hospitals'  willingness  to  charge  copayments  to  Medicaid  recipients. 

The  pattern  of  responses  across  the  nine  states  concerning  providers 1  col- 
lection of  copayments  was  mixed.  Some  state  respondents  estimated,  on  the  basis 
of  comments  and  complaints  from  providers  and  other  information,  that  most 
providers  were  indeed  collecting  copayments.  Some  states  indicated  they  had 
been  told  by  a  small  number  of  providers  that  they  were  either  ignoring  or 
having  difficulty  collecting  the  copayment.  In  one  instance,  small  retail  phar- 
macies complained  that  competitors,  particularly  large  chains,  were  not  charging 
or  discounting  the  copayment  in  order  to  attract  Medicaid  customers.  On  the 
other  hand,  providers,  particularly  pharmacies,  in  some  states  were  reported  to 
be  requiring  the  recipient  to  pay  the  copayment  prior  to  service  delivery  and, 
in  the  absence  of  payment,  denying  service  provision,  an  apparent  violation  of 
federal  law. 

These  differences  among  states  could  be  expected,  in  part,  because  states 
vary  somewhat  in  their  position  on  whether  providers  must  actually  collect  the 
copayment  from  the  recipient  or,  in  part,  because  of  differing  attitudes  toward 
Medicaid  recipients.  At  least  16  states  indicated,  either  in  their  provider 
manuals  or  bulletins  and  notifications,  that  collection  of  copayments  was 
required.  Others  allowed  provider  discretion  in  the  charging  of  copayments 
based  on  the  recipient's  individual  circumstances,  but  were  very  clear  in  for- 
bidding discounts  of  the  copayment  for  promotional  purposes. 

Even  in  states  that  required  providers  to  charge  and  collect  the  specified 
copayment  amount,  there  seemed  to  be  little  emphasis  on  monitoring  compliance. 
In  most  cases,  Medicaid  staff  checked  on  provider  compliance  only  when  com- 
plaints were  received  —  usually  from  competitors. 

Finally,  many  providers  viewed  cost  sharing  as  an  example  of  Medicaid's  un- 
fairness toward  providers.  In  all  but  one  state,  the  cost  sharing  amount  was 
automatically  deducted  from  claims,   regardless  of  the  providers'   success  at  col- 
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lecting  it.  The  result  was  a  de  facto  reimbursement  rate  decrease.  This  feel- 
ing of  unfairness  was  heightened  with  the  passage  of  TEFRA.  Providers  under- 
standably disliked  the  TEFRA  provision  that  forbids  them  from  denying  care  or 
services  to  an  individual  because  of  his  or  her  inability  to  pay  required  cost 
sharing  charges.  TEFRA 1 s  provision  requiring  a  determination  of  recipients" 
ability  to  pay  the  cost  sharing  charge  was  also  cited  as  an  example  of  the  ineq- 
uity in  Medicaid's  treatment  of  providers. 

In  developing  and  implementing  the  policies  and  procedures  which 
satisfy  the  requirement  that  providers  may  not  deny  services  in  situa- 
tions where  the  recipient  is  unable  to  pay  copayraent  charges,  it  is  not 
a  requirement  that  the  State  make  determinations  that  the  individual  is 
unable  to  pay.  Either  the  State  or  the  provider  may  make  the  required 
determination.  The  determination  should  be  based  on  guidelines 
developed  by  the  State.  The  operating  guidelines  may  apply  the  use  of 
reasonable  presumptions  but  must  also  permit  circumstances  in  in- 
dividual cases  to  rebut  these  presumptions. " (33) 

Although  some  Medicaid  officials  in  the  nine  case  study  states  suggested  that 
the  determination  could  be  made  by  providers,  the  latter  saw  no  point  in  deter- 
mining a  recipient's  ability  to  pay  since  they  were  required  to  provide  the 
service  regardless.  The  provision  was  viewed  by  many  providers  as  one  more  duty 
to  perform  for  their  already  low  Medicaid  reimbursement,  a  duty  not  required 
with  their  higher  paying  private  sector  patients. 


33.  Draft  Memo  Re:  Determinations  of  Recipient  Ability  to  Pay  Cost  Sharing  - 
ACTION,  Bureau  of  Eligibility,  Reimbursement  and  Coverage,  Health  Care  Financing 
Administration,  March  25,  1986. 
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CHAPTER  4 
CONCLUSION 


The  experience  to  date  with  cost  sharing  in  Medicaid  evidences  some  find- 
ings about  the  type  of  cost  sharing  employed,  the  impact  of  federal  legislation 
on  the  use  of  cost  sharing,  and  some  limited  findings  on  service  expenditure  ef- 
fects. The  impact  on  recipients,  providers,  and  administration  remains  somewhat 
unclear,  in  part  because  states  generally  have  not  evaluated  their  cost  sharing 
initiatives.  States  attribute  the  lack  of  full-scale  evaluation  activity  to: 
(1)  insufficient  funds  and/or  competing  requests  for  the  limited  available 
evaluation  funds;  (2)  the  ability  of  states  to  demonstrate  decreased  outlays  by 
simply  counting  the  number  of  units  of  service  affected  through  cost  shifting; 
and  (3)  the  complexity  of  in-depth  evaluation  due  to  concurrently  implemented 
cost  containment  initiatives. 

Among  the  three  types  of  cost  sharing  —  deductibles,  coinsurance,  and 
copayments  —  copayments  are  the  choice  of  almost  all  Medicaid  programs.  The 
use  of  cost  sharing  in  the  form  of  copayments  has  been  a  state  option  since 
Medicaid  began  in  1965.  The  first  states  adopted  cost  sharing  in  1973,  follow- 
ing legislation  changing  the  copayment  basis  for  charges  from  an  income-related 
to  a  nominal  payment  which  could  be  imposed,  at  state  option,  on  optional  serv- 
ices provided  to  both  categorically  and  medically  needy  recipients  and  mandatory 
services  for  medically  needy  recipients. 

Although  additional  legislation  was  passed  in  the  interim,  it  was  not  until 
the  1982  TEFRA  legislation  that  cost  sharing  provisions  were  significantly  al- 
tered. TEFRA  altered  the  cost  sharing  legislation  by  specifying  a  list  of  serv- 
ices (not  all  optional)  and  recipients  (not  all  medically  needy)  that  could  be 
included  and  by  allowing  cost  sharing  charges  for  the  categorically  needy  on 
most  mandatory  services.  The  administrative  complexity  of  those  provisions  is 
cited  by  several  states  as  the  reason  they  dropped  cost  sharing. 

Cost  sharing  program  design  is  dictated,  in  large  part,  by  federal  legisla- 
tion. States  have  the  option  to  implement  cost  sharing  and  if  implemented, 
select     from    among     specific     services  for  inclusion  in  the  program.  Optional 
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services  are  more  frequently  included,  although  there  is  an  increasing  emphasis 
on  mandatory  services.  Eighty-five  percent  of  the  26  states  with  cost  sharing 
programs  include  prescription  drug  services.  The  reasons  given  by  the  nine  case 
study  states  for  this  high  rate  of  inclusion  include:  the  ease  with  which 
copayments  can  be  collected  prior  to  service  delivery  (thereby  alleviating  the 
financial  burden  of  billing  the  recipient  for  the  copayment  charge),  and  the 
high  utilization  of  prescription  drug  services  (thereby  producing  greater 
savings,  vis-a-vis  cost  shifting,  for  Medicaid). 

A  review  of  the  cost  sharing  experience  in  the  35  states  that  have  tried 
it,  preliminary  case  studies  of  the  experiences  of  nine  states,  and  three 
detailed  case  studies  were  undertaken  to  learn  more  about  the  effect  of  copay- 
ments —  the  dominant  form  of  cost  sharing  under  Medicaid  —  on  providers, 
recipients,  and  Medicaid  administration.  It  is  not  clear  what  effects  cost 
sharing  has  had  on  providers .  For  those  whose  services  are  generally  purchased 
at  the  time  of  supply  (such  as  pharmacists),  and  who  can  charge  copayments  at 
that  time,  the  burdens  of  cost  sharing  are  relatively  limited.  For  providers 
whose  invoices  are  generally  paid  after  the  receipt  of  service  (such  as 
hospitals),  cost  sharing  includes  the  prospect  of  not  recovering  the  copayment 
in  addition  to  the  administrative  burden.  The  frequency  with  which  providers 
charge  and  collect  copayments  and  cost  sharing 's  impact  on  provider  participa- 
tion in  Medicaid  remains  unclear. 

Of  the  seven  case  study  states  with  data,  the  savings  to  Medicaid  from 
shifting  costs  to  recipients  seem  to  be  in  the  range  of  $2.50  to  $16.00  per 
recipient  per  year.  Prescription  drug  services  consistently  produced  the 
greatest  savings  from  cost  shifting.  The  pronounced  effects  stem  from  high 
prescription  drug  utilization  rates  (i.e.,  each  time  a  recipient  purchases  a 
prescription  drug,  the  copayment  amount  is  shifted  to  the  recipient,  thereby 
relieving  Medicaid  of  a  portion  of  the  cost). 

No  data  were  available  to  permit  rigorous  estimation  of  the  possible  ef- 
fects of  cost  sharing  on  recipient  utilization  of  Medicaid  services.  What 
evidence  states  had  compiled  was  mixed.  States  did  have  limited  data  on  their 
costs.        They    reported  that  start-up  administrative  costs  —  costs  for  initial 
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implementation  —  are  high.  The  administrative  costs  of  an  ongoing  program  are 
much  lower,  but  the  costs  of  implementing  legislative  or  regulatory  changes  ap- 
proach the  costs  of  initial  implementation. 

The  question  still  remains  as  to  the  full  and  long-term  effects  of  cost 
sharing.  There  is  preliminary  evidence  that  cost  sharing  may  save  more  in  the 
short  run  than  it  saves  over  the  long  run.  If  cost  sharing  reduces  preventive 
service  use  in  a  manner  that  causes  subsequent  use  of  high-cost  services  occa- 
sioned by  foregoing  earlier  treatment,  it  may  not  produce  savings  in  the  long 
run. 
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